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[In view of the great interest which is felt in the accounting 
activities of the government, we are glad to be able to publish by 
special permission the following sketch of the Pay Corps of the 
United States Navy, from the proceedings of the United States 
Naval Institute at Annapolis. Many accountants are serving the 
government in the army, navy, treasury and other departments 
and this sketch will afford an excellent idea of the work done in 
one of the greatest and best organized of the government’s depart- 
ments.—Editor, THE JOURNAL OF ACCOUNTANCY.] 


The Pay Corps of the Navy* 


A SKETCH . 
By Davin Potter, U. S. N. 


I 


It has seemed timely to write a sketch of the pay corps of the 
navy for two principal reasons: first, because of the fact that the 
younger line officers of the navy know very little of the nature of 
the work of the older and more experienced officers of their 
brothers of the staff. This is inevitable from the conditions of 
naval service: the upper as well as the lower grades of the line 
serve at sea, but the upper grades of the pay corps donot. It thus 
occurs that the younger line officers see only the younger officers 
of the pay corps—officers entrusted with work of very grave, but 
not of the gravest responsibility. The work of the upper grades of 
the pay corps—the grades which furnish the motive force of the 
whole—is necessarily unknown to the younger officers of the line. 





* Copyright by U. S. Naval Institute, Annapolis, Maryland. 
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The second reason that seems to make this article particularly 
timely is the fact that the corps is receiving an unprecedented 
increase in numbers. From a body limited to 230 members, the 
corps has been increased to 446, an increase of 216 officers, or of 
nearly 94 per cent. This increase, of course, is in addition to 
the 300 or more officers appointed in the navy reserve for 
temporary service. 

It is, then, not unreasonable to suppose that this great group of 
newly commissioned officers has only an imperfect understanding 
of the more important duties and responsibilities of the corps. 
It is even less unreasonable to suppose that such officers have not 
yet had opportunity to imbibe to the full the pay corps’ traditions 
and esprit. 


II 


As compared to the navy as a whole, the pay corps had neither 
a small nor a humble beginning. On the contrary, it sprang, fully 
equipped in experience and confidence, from that same merchant 
service—part free-trading, part privateering, wholly adventurous 
—in which the line of the navy had its origin at the beginning of 
the American revolution. Just as the line officers of the navy in 
1775 were chosen from men who had sailed the western ocean and 
the Spanish main and the Pacific as merchant adventurers in the 
days when merchant adventurers had to be men of their hands, 
so the pursers of the revolutionary navy were the inheritors of 
the traditions of the men who had sailed on east or west Indiamen 
as supercargoes—direct representatives of the vessels’ owners 
and managers of their business interests. 

It was not a bad school to train officers in for the foundations 
of the pay corps of the navy. A supercargo at Salem or Boston, 
at New York or Philadelphia, at Baltimore or Charleston, who 
had fitted out a ship for a voyage to the Habana, to Bilbao, Cape- 
town, Calcutta, or Macassar, had acquired experience invaluable 
for the proper equipping of a man-of-war. His work preliminary 
to the voyage in purchasing chandler and other stores for putting 
on board ship, his stowing of cargo for the Hougli or the Irra- 
waddy—these duties, mutatis mutandis, were not unlike some of 
the present duties of the supply-officer of a navy yard and the 
supply-officer of a naval vessel. Arrived beyond seas, his negotia- 
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tions of bills of exchange with foreign merchants were in effect 
and even in form little different from those now carried on by a 
fleet paymaster. 

There is a similarity almost startling, also, between the nature 
of the return ventures that must have been secured by super- 
cargoes in pre-revolution days and the nature of certain cargoes 
handled by officers of the pay corps during the administration of 
the present paymaster general: hemp from Manila, tin from the 
Straits Settlements, shellac from Calcutta, and sodium nitrate 
from Chile. 

While the pursers of the navy of the continental congress 
sprang from the merchant service of the time fully equipped for 
their duties as they were then understood, yet the legal existence 
of such officers as a body is based upon United States laws and 
upon formal regulations. 

As early as March 30, 1812, a United States statute demanded : 
“that the pursers in the navy of the United States shall be 
appointed by the president of the United States, by and with the 
advice and consent of the senate.” The further terms of this act 
make it clear that the above requirement was only the legal recog- 
nition of a practice already prescriptively established. 

The name “pursers” was changed to that of “paymasters” by 
the naval act of June 22, 1860. In the light of the greatly 
expanded and radically changed duties of the pay corps the name 
“paymasters” has to-day become almost as complete a misnomer 
as “pursers” had become in 1860. 

A matter vital to the efficiency of the corps was secured by the 
passage of a law on July 17, 1861, requiring that all appointments 
“in the corps of paymasters” should be made by regular pro- 
motion from “the list of assistant paymasters.” A change of 
equal importance was effected a year later. The chief of the 
bureau of provisions and clothing—the paymaster general of the 
navy—legally, at any rate, whatever the practice may have been, 
up to July 5, 1862, could be a civilian. On that day the law 
required that he should be appointed from the “list of paymasters 
of the navy of not less than 10 years’ standing.” 

On July 19, 1892, the name of the bureau of provisions and 
clothing was changed to the bureau of supplies and accounts. 
This change—like preceding ones—only recegnized a condition 
already existing: the pay corps, from having had its functions 
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limited to matters of money, provisions and clothing, gradually 
had had entrusted to it practically all the bookkeeping work and a 
very great part of the supply work of the entire naval establish- 
ment. Such affairs had been, or in due time were, committed to 
it by congress and by the navy department—through the acts of 
March 2, 1889, of March 3, 1893, of June 25, 1910, and numerous 
other acts and regulations. The last act named, with its modifi- 
cations, covering the naval supply account, especially placed the 
heaviest possible responsibilities upon the officers of the corps. 

Such are some of the laws that have given legal status to the 
founding and continuance of the pay corps of the navy. But the 
reason for the establishment and operation of the corps has its 
root in the very necessities of civilization: the need that the busi- 
ness of the world should be carried on in a competent manner. 

Business methods in the navy are not now on the defensive, if, 
indeed, they ever have been so. On the contrary, in many respects 
the methods of business administration of the navy serve as 
models for the methods of the civilian world. Specifically, the 
pay corps is recognized by the civilian business’ world to stand 
pre-eminent in the conduct of at least four kinds of affairs. 

As purchasing agents for the obtaining of huge quantities of 
materials of the most varied kinds—the purchase and contract 
duties of the bureau of supplies and accounts—the corps is not 
excelled by any organization of civil life. As custodians and 
issuers of such materials—the supply or general stores-keeping 
duties of the supply-officer of a navy yard—not even the railway 
stores-keepers handle the volume or variety that is handled in the 
navy. As providers of subsistence on the grand scale—the duties 
of commissary officers of ships—the largest industrial enterprises 
do not attain the magnitude of the navy’s operations. As 
recorders and inspectors of the cost of fabricated materials—the 
cost-accounting duties of the accounting officer of a navy yard 
or of the cost inspector at a private shipyard—only chartered 
accountants of the widest experience stand on a par with certain 
officers of the navy. 

That the vast business of the navy has been well conducted 
by the corps which is the business administrator of the navy is 
evidenced by tributes to its efficiency on the floors of congress, by 
the matter-of-fact official records of the navy department, and 
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by the convincing testimony of business men of the civilian world. 
So cumulative has been this evidence as to its efficiency that it 
has overwhelmed even those members of the corps who have felt 
it a duty not to assent too easily to such views lest pride should 
go before a fall. 

Ill 

Rear Admiral Bradley A. Fiske, in his “The Navy as a Fight- 
ing Machine,” separates strategy into war strategy and prepara- 
tion strategy, and subdivides preparation strategy into two parts: 
(1) The planning for war and for the handling of ships; (2) the 
construction, equipping, mobilization, provisioning, fueling and 
movement of ships. The officers of the pay corps are charged 
as of course with the actual accomplishment of the second part 
of preparation strategy, that part usually defined as logistics—the 
art, in this case more nearly the science, of transportation and 
supply. The planning for the conduct of logistics—the strategy 
of logistics, so to say—is a duty of the office of the chief of naval 
operations; but the practical application of the policies set forth 
by that office is entrusted to the bureau of supplies and accounts. 

In carrying out this truly great undertaking, the exercise by 
the pay corps of what are in reality several different professions, 
distinct yet closely interlocked, must be observed. In any descrip- 
tion of its work it has been customary to define these different 
professions by the official designation under which each group is 
carried on, e. g., the duties of the supply-officer of a navy yard, 
the duties of the supply-officer of a naval vessel, or the duties of 
an accounting officer. There has been a tendency, therefore, to 
regard all of the duties performed under each of the above desig- 
nations as duties of the same sort. But this procedure, as well as 
the nomenclature used, has no other logic to support it than the 
logic of administrative convenience. [or the present purpose, a 
more exact distinction between the different kinds of businesses 
handled by the corps is advisable. 

The principal businesses, therefore, regularly practised by the 
officers of the pay corps in the performance of their daily duty 
are as follows: 

(1) Financial and monetary administration. 
(2) General supply. 
(3) Transportation. 
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(4) Contractual and purchasing. 

(5) Disbursing of moneys. 

(6) Commissary. 

(7) Cost accounting. 

(8) Military. 

(9) General executive and administrative. 

To these nine different kinds of businesses a tenth might be 
added, viz., legal. But this is so much an essential part of each 
of the others that its designation as a separate kind is, perhaps, 
hardly advisable. 


IV 
FINANCIAL AND MONETARY ADMINISTRATION 


A few years ago the writer had occasion to discuss naval 
financial matters with one of the vice-presidents of the National 
City bank of New York, an institution which, perhaps, more than 
any other of the sort, is concerned with the international banking 
and trade operations of Americans. At the conclusion of our 
discussion this gentleman remarked: “I have been ‘in the banking 
‘game’ for 35 years and I’ve specialized in foreign exchange for 
25 years, but until I talked with you, I never even thought to 
wonder who it was that handled the financial side of the navy.” 

This remark was not at all surprising: it was merely a par- 
ticular expression of a general lack of knowledge that civilians 
have in regard to naval affairs, above all, of naval business affairs. 
If civilians when they read in their daily newspaper that an 
admiral or other naval commander has assumed charge of affairs 
in Haiti or San Domingo or Mexico or Nicaragua, “even thought 
to wonder” how such naval commander could be competent to 
handle the serious financial questions involved, it would probably 
be clear to their minds that such matters were not actually handled 
by the naval commander in person. It would be evident to the 
inquiring civilian that connected with the staff of the naval com- 
mander must be one or more officers trained for the particular 
purpose of handling fiscal affairs. The commanding officer of 
forces engaged in military occupation can do no more at most 
than to outline to his fiscal officers the general policy established 
by himself or the general course necessary to carry out the policy 
enjoined upon him by higher authority. Neither his train- 
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ing nor his inclination permits him actually to have in mind, far 
less to direct, how financial or monetary affairs shall be handled 
in order to accomplish the purposes of the national government. 

As occasions arise in the navy, therefore, officers of the pay 
corps are entrusted with fiscal affairs of the first importance, such 
as are handled in civil life only by officials of the longest possible 
experience. Upon such occasions officers of the corps must bear 
monetary and financial responsibilities of the weightiest kind. 
Decisions are made daily involving the economic and political 
welfare of a numerous population. For the proper performance 
of such duties neither natural ability nor wide practical experi- 
ence as a naval officer is sufficient; but ability and experience 
must be supported by intensive study of the history and practice 
of finance or by academic instruction in it. 

Under such circumstances, the officer concerned is and always 
must be thrown entirely upon his own knowledge—responsive to 
his own decisions—as to all matters pertaining to the fisc. In 
administering the monetary affairs of “little turbulent republics” 
he must rely upon himself to distinguish between a banking 
reserve and a currency reserve; to understand that the truth of 
Gresham’s law to the effect that “bad money always drives out 
good” is as immutable as a law of nature, but is limited in its 
application by the force of Ricardo’s corollary to the effect that 
bad money drives out good only when there is an excess of cur- 
rency in circulation. It is his own responsibility if he is not con- 
vinced that the only real reserve against paper currency is a 
metallic reserve; that a high bank rate leads to an increase in the 
metallic reserve; that a low bank rate leads to a decrease. For 
an officer of the corps engaged in foreign occupation it is not 
merely an academic matter to realize that two of the great func- 
tions of a bank—deposit and discount—are not necessarily insep- 
arable from the third great function—that of issue. As a matter 
of statesmanship hardly less than of finance it is a danger if he 
is not unshakable in his belief that the parity of a country’s cur- 
rency is maintained by reducing the circulation in times of plenty 
and increasing it in times of scarcity. 

During the military occupation of a foreign country, the 
adventures that fall to the lot of an officer placed in charge of 
fiscal affairs are innumerable—some of them, at least, semi-tragic ; 
some, perhaps, only semi-humorous. 
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Accompanied by a guard armed cap-a-pie he may have to go 
from bank to bank in order to impress upon the unfortunate bank 
managers the advisability of presenting a daily bank statement to 
him in his official capacity. He may have to break open on board 
merchant steamers boxes innocently marked “Stationery”—in 
order that he may seize the bank-notes lying perdu therein, and 
so save an unHappy country from receiving an additional contri- 
bution to an already worthless currency. In order to sustain a 
faltering national credit he may have to send wagon loads of 
money through the public streets and to unload them with osten- 
tation before the doors of banking institutions. Under the policy 
established by higher authority, he may be authorized to receive 
as legal tender the paper currency of banks which he knows have 
been burned to the ground months before and whose metallic 
reserves he believes have been scattered by banditti to the four 
winds of heaven. 

Chance naval operations in the days of the old navy placed 
upon officers of the pay corps financial responsibilities—not to 
speak of logistical ones—which must in those days have seemed 
sufficiently serious. Such responsibilities were those of the officers 
who acted as naval agents in different parts of the world—in Nice, 
Port Mahon, Naples and Rio de Janeiro. Although these agencies 
have long been abandoned, yet almost within the recollection of 
the writer, Pay Director Frank C. Cosby represented the navy 
at the first-named port and Pay Director Albert S. Bacon in the 
last-named. 

Of this sort, too, were the negotiations conducted in London 
in 1872-74 by Paymaster General John O. Bradford. Leaving 
the bureau of supplies and accounts in charge of Acting Chief of 
Bureau James H. Watmough, Paymaster General Bradford spent 
the greater part of two years on duty in Great Britain. 

Such matters, however, were merely resultants of the opera- 
tions of the navy arising through a haphazard national policy. In 
more recent years, the deliberate policy of American expansion, 
working through the navy as one of its instruments, has brought 
about maturely planned and carefully carried-out operations on 
the part of the pay corps. 

As early as 1905, Pay Director James S. Phillips took over the 
management of the fiscal affairs of the customs of the republic 
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of San Domingo. After the recent rearrangement—in 1916—of 
the affairs of San Domingo by the United States, Paymaster I. T. 
Hagner, a member of the staff of the naval commander, was 
appointed to act in the place of the secretary of finance for the 
republic, and still acts in that capacity. Farther to the eastward, 
Paymaster David C. Crowell is at present (1917) detailed as 
financial advisor to the naval governor of the Virgin Islands— 
Danish West Indies. 

At the western limits of the Caribbean, Vera Cruz was occu- 
pied by our forces in April, 1914. Here, for more than a week’s 
time, the general business operations of the city were controlled 
by Paymaster C. J. Peoples, who was put in charge of the quarter- 
master and commissary work of the expeditionary force. 

Perhaps the most illuminating example of financial adminis- 
trative work was lately observable in Haiti. In 1915, after a 
preliminary experience of several months’ duration as fiscal officer 
at Vera Cruz, Pay Inspector Charles Conard was made financial 
advisor and administrator of customs of the republic of Haiti. 
In these capacities he was able not only to improve the collection 
of customs, but, also, to assist in reforming the currency of Haiti 
—bringing the value of the gourde to a stable level at the rate of 
five gourdes to the American dollar. This was a monetary feat 
up to that time declared by the most experienced American finan- 
ciers to be impossible. 


V 
GENERAL SUPPLY 


If it were necessary to decide which was the principal one of 
the professions of the pay corps—the very backbone of its work— 
perhaps the answer of the majority of its officers would be: 
“supply.” More particularly, perhaps, the opinion might be 
hazarded that the supply officer of a navy yard—formerly known 
as the general storekeeper—is the pivot upon which swings the 
whole logistical side of the navy. 

Passing over the very important supply work done by the 
pursers and paymasters of the old navy and by the pay corps of 
the new navy, in the way of keeping the naval establishment 
equipped with money, provisions, clothing and yeomen’s stores, 
we come to the true beginning of a real general-supply system 
for the navy—that inaugurated in 1886. 
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A comprehensive system of supply—the general stores-keeping 
idea—was put into tangible form by Paymaster General James 
Fulton and certain officers attached at that time to the bureau of 
supplies and accounts. Among these officers were Pay Director 
Luther G. Billings and the subsequent paymaster general, Albert 
S. Kenny, then senior assistant in the bureau. The former was a 
member of the board which drew up the first set of instructions 
for the conduct of supply departments. The latter first developed 
the idea of keeping records by classes of the receipts and 
expenditures of the materials, and of keeping records by titles of 
the expenditures against appropriations. At the suggestion of 
the bureau, Mr. W. C. Whitney, secretary of the navy during a 
part of the first administration of President Cleveland, issued an 
order in December, 1886, establishing a comprehensive general- 
stores system. This, in brief, was a consolidation of the purchase, 
custody and issue of all materials—except ordnance, medical and 
marine-corps materials—in one group and one system, adminis- 
tered by the bureau of supplies and accounts. It is not too much 
to say that without the establishment of some such method, and 
without its effective administration, the ships of the new navy 
could never have been built nor have been kept efficient after they 
had been built. 

Although, after the formal authorization of the general stores- 
keeping plan, the records of supply transactions were so kept in 
the bureau itself as properly to record the movements of materials 
and the consequent charges against appropriations, yet the various 
supply-officers stationed at the different navy yards were com- 
pelled, each for himself, to develop the practical applications of 
the bureau’s general plan. Each supply-officer handled matters 
largely as he saw fit. From this somewhat chaotic, although by 
no means inefficient situation, the navy was rescued largely by 
the genius of Pay Director John A. Mudd. 


After a careful study of the elements involved, and after wide, 
practical experience as a supply-officer, Pay Director Mudd pre- 
pared and the bureau published “A Manual for the General Store- 
keeper’s Force at Navy Yards and Stations’—made applicable to 
the New York navy yard in 1899, and to all navy yards by 1902. 
This was a book of several hundred pages, giving an orderly, 
clear-cut, and remarkably complete description of the general- 
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supply system. It was so arranged as to be applicable to a force 
of any size at any naval station, large or small, and was so 
exhaustive as immediately to become the definitive authority in 
the matters with which it dealt. This authority it remained until 
changes in laws and in business methods made the terms of the 
manual largely obsolete—but not before the principles Pay 
Director Mudd had laid down had thoroughly indoctrinated the 
pay corps with knowledge of the proper conduct of the business 
of supply. Pay Director Mudd is still known—and very justly 
so—among the older officers of the corps as “the father of the 
general-supply system.” 


Since the earlier days referred to, the efficiency of the supply 
system has been greatly increased by the contributions of many 
different officers—by the supervision of supply matters on the 
part of Pay Director John S. Carpenter throughout a long expe- 
rience; by a radical revision of the classification of naval material 
on the part of the late Pay Director George W. Simpson; by the 
development of the provisions and clothing factory at the navy 
yard at New York, on the part of Pay Director Charles S. 
Williams ; by the real usefulness first achieved for the naval supply 
fund—forerunner of the present naval supply account—on the 
part of Pay Director Thomas S. Jewett; by the establishment of 
improved methods at the navy yards in Philadelphia, Mare Island 
and Washington, on the part of Pay Inspector E. W. Bonnaffon; 
by the recent administrative direction of supply matters on the 
part of Paymaster V. S. Jackson; and by the activities of various 
other officers. It is to be regretted, however, that there is as yet no 
adequate supplement to the “Manual for the General Storekeeper’s 
Force.” The general work of the supply departments ashore, as 
at present conducted, has no complete exposition in print—it can 
only be studied in practice or from the instructions issued by the 
bureau of supplies and accounts or from the casual excerpts of 
the navy regulations. A particular phase of supply-department 
affairs has, nevertheless, found admirable expression in the 
“Standard Stock Catalog” prepared by Pay Director T. H. Hicks 
under the authority of the bureau. 


It is the duty of the supply-officer of a navy yard to assemble, 
to store and to issue materials of every kind—except ammuni- 
tion and medical and marine-corps’ stores—that may be needed 
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by the vessels basing on the yard concerned or for use for manu- 
facturing purposes at the yard. When one considers that during 
the year 1916 at one navy yard, and that yard not the largest, 
about $5,000,000 worth of supplies was received and about 
$4,500,000 issued, and that a stock of about 30,000 different kinds 
of items, aggregating in value over $4,000,000, was maintained 
at all times, it will be realized that the importance of the work of 
the supply-officer of a navy yard is literally almost inestimable. 


The intricacy of the machinery which enables the navy yard to 
meet the requirements of the fleet can only be understood by 
persons who are actually engaged in and responsible for its hand- 
ling. A line officer, who in reporting for duty on board ship finds 
that every kind of material either is at hand or can readily be 
obtained to the required amounts, naturally is concerned only 
with this satisfaction of his need. The methods by which his 
requirements are met do not concern him—they lie in the hands 
of the officers of the pay corps. If any officer of experience will 
check over in his mind the occasions in which he has been dis- 
appointed in securing what he has needed in the way of important 
materials, the very infrequency of such occasions will sufficiently 
evince how successfully this part of the work of the navy 
is carried on. 

Important as is the work of the supply department of a navy 
yard, the sole reason for its existence is the fleet. The supply 
department afloat—aside from its commissary and financial duties, 
which have been considered elsewhere—is the resultant of the 
preparations made by the supply department ashore. It involves, 
however, this additional feature, the supply-officer afloat, unlike 
the supply-officer ashore, issues material for final consumption. 
It is in such issue that all the painstaking preparations in regard 
to matters of supply ashore find their final expression. 

It is not the intention to convey from the foregoing that the 
employment of originality and ability is denied to officers of the 
corps afloat. No matter how clearly laid down in general the 
authorized procedure of business administration may be, there is 
always the necessity for the exercise of resourcefulness in carry- 
ing out such procedure. As a matter of fact, no such routine as 
is possible for a supply department of a navy yard is possible for 
the supply department of a ship. Nevertheless, the laws and regu- 
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lations relating to the duties of the corps at sea have been formu- 
lated in a “Manual for Supply-Officers Afloat,” prepared in 1914 
by Paymaster George P. Auld. Without this manual as a 
veritable guide and guard the path of the newly commissioned 
officer of the pay corps would be thorny indeed. 

In a wider field, such seagoing officers as the fleet paymaster 
and the fleet supply-officer have the freest powers allowed them— 
according to conditions—in respect to the contracting for and 
purchasing of materials. The conduct of such affairs by the then 
pay inspector, Samuel McGowan fleet paymaster, during the 
cruise of the battleship fleet around the world in 1908-1909, is an 
example in point. His pamphlet, “Operations of Pay Department 
of the Atlantic Fleet on Cruise Around the World” (senate docu- 
ment No. 646, 61st congress, 2d session), should be consulted 
by officers who are likely to be charged with similar duties. 


VI 
TRANSPORTATION 

The matter of transportation of material, both by rail and by 
water, is one of the principal duties of the supply-officer of a 
navy yard as well as of the officer in the bureau of supplies and 
accounts who may be designated for the purpose of general 
supervision. Like so many other duties of the corps—and, indeed, 
of the navy as a whole—knowledge of affairs of carriage must be 
grasped as much by means of experience as by means of books. 

The supply-officer of a navy yard, who receives by rail and 
water connections millions of pounds of freight a year and ships 
out as many, continually bears in mind that the New England, the 
southern, and the western are the three great freight classifica- 
tions of the United States; that each of these great groups is 
divided into six others according to the chief kinds of materials ; 
and that within each of these six minor groups further subdivi- 
sions are almost innumerable by reason of refinements of quality 
and of quantity in which shipped. And then the whole original 
classification, simple enough at first glance, receives almost inex- 
tricable complications by the admission into it of about eleven 
hundred “special tariffs.” 

In arranging for shipments the supply-officer of a navy yard— 
unless time is an object—marks his routings in such fashion as 
will effect the cheapest transportation for the government, taking 
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into consideration allied railway and steamship companies. It is 
useful for the supply-officer to remember that railroads are 
grouped with considerable relation to their financial as well as 
their geographical situations. The facilities of transportation 
between railroads and steamships may or may not be the same in 
the Vanderbilt group as in the Gould group, and neither may be 
identical with those of the Hill or the Morgan group. The rates 
secured for the navy by such arrangements as were made by 
Paymaster E. C. Tobey while serving as supply-officer at the New 
York navy yard have effected substantial savings for the govern- 
ment. 


On the wall of the supply-officer’s office maps of various sizes, 
duly colored, afford him ready information as to the different 
lines of railroads, as to the transfer and junction points of the 
different lines, and as to the main divisions of the tariffs con- 
cerning such matters, for example, as the long haul and the short 
haul. Maps can also show to great practical advantage the chief 
locations of raw materials, such as the iron mines of the Mesaba 
range in Minnesota—the principal source of ore for the United 
States Steel Corporation—the copper mines of the Anaconda 
and Calumet companies in Montana and Arizona, the lumber 
“stands”—redwood, hard pine, hemlock, and soft pine—of Wash- 
ington, Michigan, New England and Florida, and the coal mines 
of the Pocohontas and Georges Creek country. 


Knowledge of many practical details is indispensable to the 
daily conduct of the transportation side of a supply-officer’s duties. 
When he ships a 13-inch gun from Washington to New York he 
takes care to avail himself of the special gun-cars of the Pennsyl- 
vania Railroad Company. He makes sure that certain explosives 
are so routed as to pass around a city and not through it. By 
urgent telegrams and otherwise, he satisfies himself that perish- 
able freight is not “embargoed” at transfer points. In shipping 
miscellaneous material, he decides what is suitable for a box-car, 
what for a gondola, and what for a “flat,” and whether a “48 
footer” or a “60 footer” is necessary for his purpose. 

The formerly vexatious question of shipment over land-grant 
and bond-aided railroads has become a comparatively simple one 
since the passage of the law requiring other companies to equalize 
their tariffs with those of the land-grant and bond-aided roads. 
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So, also, since the stabilizing power of the interstate commerce 
commission has become effective, the matter of car-demurrage 
debits and credits is one that no longer lies subject to the uncer- 
tain policies of the particular railroad concerned. 


VII 
CONTRACTUAL AND PURCHASING 


In their essence, the contracting and purchasing duties of a 
supply-officer, both afloat and ashore, are different and distinct; 
but in practice they are almost inseparably linked in both 
positions. 

Of all the businesses of the pay corps those involved in the 
contracting for and the purchase of materials are the ones which 
differ least from the corresponding businesses of the civilian 
world. It is true that, in the navy, numerous statutes of the 
United States, numerous regulations of the department and 
various sets of instructions issued by the bureau of supplies and 
accounts must be obeyed in making practical application of the 
principles of contract and purchase. Nevertheless, the principles 
themselves differ hardly, if at all, from those followed by pur- 
chasing agents and contracting officials of the largest mercantile 
and industrial corporations. 

Bearing directly on the contract work of the navy, Paymaster 
C. J. Peoples’ monograph on “Business Methods of the Bureau 
of Supplies and Accounts,” published in the bureau’s memoranda 
No. 96, of March 1, 1909, gives in tabloid form a view of such 
affairs as they were at that time. 

The contract and purchasing sections of a supply department 
of a navy yard have the same physical aids to their duties as the 
corresponding sections of the Standard Oil Company or the Inter- 
national Harvester Company or the Pennsylvania Railroad have: 
card indexes of different kinds of materials and of the names of 
dealers in such materials, statistical bureau’s reports, daily market 
reports, trade journals and bulletins, and allied devices, in order 
that the officers and clerks concerned may have at hand the latest 
information in respect to past and current prices. Of course, also, 
requests for bids are sent out to contractors, tenders are received 
from them, and awards are made to them in the regular manner. 

While the work of the purchasing section of the supply depart- 
ment of a navy yard does not differ widely from the correspond- 
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ing work of the civilian business world, yet matters are materially 
otherwise when it comes to the administrative end of such work 
as conducted in and from the bureau of supplies and accounts. 
Prior to the beginning of the present war, the bureau carried on 
its books property valued at something over $900,000,000—a sum 
very nearly equal to the national debt at that time. The values 
it now carries one would not venture to guess! Of the amount of 
$900,000,000, more than $200,000,000 represented stores and work 
in progress. In order to be able to accumulate supplies of such 
value and to be able to maintain them the contract section of the 
bureau must work with a smoothness, speed and accuracy amount- 
ing almost to infallibility. 

It is not the purpose of ‘this article to attempt to describe how 
this work is accomplished. It is sufficient if the reader, whether 
an officer of the line or an officer newly appointed to the pay 
corps, realize that years of thought and of practical expression of 
that thought have gone into the accomplishment of the task. 


VIII 
DISBURSING OF MONEYS 


It is as a consequence of action taken by the bureau of supplies 
and accounts that money—or more exactly, credit—is placed in 
the hands of the officers detailed for the time being to handle 
money. 

The supply-officer of a vessel, in his capacity as financial officer 
of the ship, pays the officers and enlisted men attached to the ship 
their salaries as provided by law. He pays, also, the public bills 
covering charges incurred on account of contracts, whether 
written or parole, entered into by him for the purchase of such 
materials or services from civilians as he may find necessary. At 
a home port such necessity arises by reason of exigency of time, 
and at a foreign port arises by reason of exigency of distance. 

The disbursing-officer of a navy yard, in his capacity as pay- 
master of the yard, pays the labor and clerical rolls for civilians 
employed at the navy yard or in the naval district. The officers 
attached to the navy yard, also, have their accounts carried on his 
rolls. He pays the public bills on account of the contracts made 
by the supply-officer of the yard, and reimburses officers for 
expenditures made by them in traveling under official orders. An 
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important part of his work consists in handling the complicated 
money transactions arising out of the sales of government 
material at public auction after inspection, condemnation and 
appraisal. Finally, he makes advances as authorized by law and 
regulations to officers ordered to duty at sea or abroad. 


The disbursing-officer of the bureau of supplies and accounts 
is stationed in Washington. His responsibilities are exceedingly 
heavy—it is probable that, taking one month with another, he 
disburses more money for specific purposes than does any other 
single person in the United States. He pays bills covering the 
construction of vessels built for the navy by civilian shipbuilders, 
bills for heavy ordnance materials manufactured at private estab- 
lishments, bills for other bulk materials and for freight. This 
officer also disburses the amounts required for the payment of 
allotments of individual pay made by the personnel of the navy 
in favor of their dependents or for their savings. 


Considerable amounts of money in cash are placed in the hands 
of the fleet paymaster on each naval station. One of his prin- 
cipal duties, as his official designation betokens, is to issue 
approved sums to the officers of the separate vessels comprising 
the fleet in which he serves, 

Besides the officers of the pay corps, who may be regarded as 
the natural and regular custodians and disbursers of funds, there 
are other officers and officials who, on account of the special 
nature of their duties, receive money from the bureau for the 
purpose of making certain payments on behalf of the navy. This 
group includes the naval attachés of the various legations and 
embassies, some consuls and consul generals who have cognizance 
of certain matters pertaining to the navy department’s interests 
abroad, and officers of the line engaged in recruiting duty. 

Since the beginning of the present war, moneys have been 
placed in the hands of certain officers of the corps known as 
district disbursing-officers—as distinguished from disbursing- 
officers of navy yards. A district disbursing-officer pays officers 
and enlisted men of the United States naval reserve force who 
may be attached for duty within his particular naval district. His 
duties include, also, payment of bills on account of contracts made 
by the district supply-officer. 
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From the preceding incomplete list of the different sorts of 
disbursing-officers of the navy, it will be seen that naval expendi- 
tures attain notable proportions. At the present time, upon the 
requisitions of the paymaster general, warrants are issued in the 
treasury department, and corresponding credits placed on its 
books, to the officers concerned, in the amount of about 
$40,000,000 a month. To expend such sums in a manner wholly 
in accord with law and to be able to endure after the fact the 
rigorous scrutiny of the treasury department officials requires a 
system superior to that required for the most extensive disburse- 
ments of the civilian world. The apparent simplicity of the 
system as developed is deceptive—it is in reality the result of the 
skilful co-ordination of many complicated parts. 

Civilians often ask how the navy obtains money in foreign 
ports when it becomes necessary to replenish the ship’s supply of 
cash. This is ordinarily a matter of the sale of a bill of exchange 
—under particularly favorable circumstances, a matter of the 
cashing at its face value of a United States treasury cheque. 

The method by which a bill of exchange is negotiated, whether 
by the fleet paymaster or by the finance officer of a particular ship, 
is outlined in skeleton fashion in the navy regulations. But the 
actual negotiations require both a practical and theoretical know- 
ledge of financial affairs. If the fleet paymaster wishes to pay a 
local dealer at Hong Kong for coal he may have purchased for 
the fleet, he must know that the rate quoted him by the Hong 
Kong and Shanghai bank of “2 and 15/16” refers to the value of 
the Mexican dollar in shillings and pence and not to its value in 
United States currency. If the supply-officer of a vessel wishes to 
pay the ship’s crew at Bordeaux, it is necessary for him to realize 
that the quotation given him by the Credit Lyonnais of “25” 
expresses a ratio of the number of francs to the pound sterling 
and not of the number of francs to the gold dollar. If he desires 
to arrange for a supply of coffee at Rio de Janeiro he will be in 
serious difficulties unless he understands that the equivalent 
quoted by the Bank of Brazil as “16.32” relates to the value of 
the Brazilian milreis as compared with the English sovereign. 

IX 
CoM MISSARY 

So accustomed is the navy to think of commissary work as one 

of the essential parts of the duties of officers of the pay corps, that 
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it has already almost forgotten that until 1901 the actual messing 
of the ship’s company lay wholly in the hands of the officers of the 
line. Until about the middle of that year it was the executive 
officer of the ship and not the supply-officer who was responsible 
if the food were badly cooked and badly served, or who answered 
at the mast the complaint of a luckless member of a “scupper- 
mess.” 

It is true that the contracting for and the purchasing of pro- 
visions in bulk were matters coming within the cognizance of the 
bureau of supplies and accounts. So, too, the responsibility for 
the custody and issue of provisions in bulk lay with the supply- 
officer of the ship. But from the moment of issue to the “mess 
cooks” at the door of the provisions’ storeroom, supervision of 
the subsistence of the crew, including all details of messing and 
cooking, was one of the routine duties of the executive officer. 
That magnificent personage, the “ship’s cook,” who, pipe in mouth, 
wandered about the galley, and whose sole responsibility seemed 
to the awe-struck outsider to be limited to his graciously allowing 
the mess cooks to boil coffee in “his galley”; the “mess caterers,” 
nearly always inefficient and too often defaulters; the unhappy 
mess cooks, much enduring men of woe—these individuals were 
subject only to the directions of the executive officer. In the 
light of the present time it is truly astonishing that such duty 
should ever have been considered compatible with the general 
duties of the ship’s executive, and it is not to be wondered at that 
the success of this system was wholly negative. 

In 1901, under the pressure of opinion of the united service, 
subsistence proper, as well as the obtaining of the necessary sup- 
plies for such subsistence, was placed in the hands of the pay 
corps. Upon the corps’ success in this part of its duties it seems 
unnecessary to dwell. Every seagoing officer would probably be 
willing to bear testimony to the efficiency of the present com- 
missary system. The proper solution of the problem of foods is 
as vital as the proper solution of the problem of ships and ammu- 
nition. Until the beginning of the present war the navy’s 50,000 
men were fed several times a day in all parts of the world without 
the least hitch—within a few months, the number of men sub- 
sisted has increased to more than 200,000, and still without hitch. 
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Work of this nature, being the daily monotonous fulfillment of 
a homely duty, is devoid of spectacular features, although of 
never-ceasing interest to every being who lives by bread! Never- 
theless, a tyro cannot be a successful commissary officer, nor are 
commissary methods the outcome of chance: energy, ability and 
thought must be devoted to the carrying out of this work. The 
methods of commissary work formulated some years since by 
Pay Inspector George P. Dyer are still sound models in this 
direction. His book, “The Ship’s Commissary,” is well-nigh indis- 
pensable to a commissary officer. 


Xx 


Cost ACCOUNTING 


The navy was peculiarly fortunate in having a group of its 
officers recognize the importance of the keeping of proper records 
of the costs of fabricating articles at a date almost as early as the 
importance of keeping such records was recognized in the civilian 
business world. It was even more fortunate than the greater part 
of the business world is to this day, in going earnestly to work to 
establish a proper cost-accounting system. 


The first efforts to carry the costs of labor into the costs of 
fabricated articles in some formal manner was made in 1899. In 
this year, Pay Director John S. Carpenter was assigned to special 
duty in the office of the secretary of the navy, Mr. John D, Long, 
and while on this duty, established for use in navy yards the first 
satisfactory time-card system. This procedure was a long step 
in advance of anything that had been accomplished in that direc- 
tion up to that time, and was, in fact, the forerunner of a true 
cost-accounting plan. Several years were to elapse before more 
definite measures were taken. 

In 1908 Pay Director John A. Mudd and Pay Inspector 
Charles Conard were detailed by Paymaster General Eustace B. 
Rogers for the purpose of making a study of cost-accounting 
methods at civilian plants with a view to preparing a plan for a 
cost-accounting system for the navy. Each of these officers pre- 
pared a complete plan. The one presented by Pay Inspector 
Conard was accepted by the bureau and by the navy department— 
the cost-accounting system of the navy was put into operation in 
1909-1910. While the methods adopted at that time have inev- 
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itably been modified and improved upon since, yet even then they 
were at least as highly advanced as the cost-accounting methods of 
the civilian world. Pay Inspector Conard, therefore, has some- 
what the same relation to the cost-accounting system of the navy 
that Pay Director Mudd has to the general-supply system. 

It remained for a board on accounting, of which the then pay 
inspector, Samuel McGowan, and Paymaster D. V. Chadwick 
were members, to emphasize and tc put into force a distinction— 
already expressed in the memorandum plan of Pay Director Mudd 
of several years before—between cost accounting and appropria- 
tion accounting. The clear recognition of this distinction by these 
officers, and its enforcement in 1915, enabled a serious drawback 
in cost-accounting methods to be remedied. Paymaster G. P. 
Auld, under the direction of the bureau, has laid down the present 
authorized procedure in a “Manual for Accounting Officers.” 

At a navy yard, the cost-accounting system maintained by the 
officer of the pay corps detailed for duty as accounting officer 
enables records to be kept of the costs not only of the construction 
of vessels, but also of the costs of articles manufactured and of 
articles repaired. Outside of navy yards, it enables officers of the 
corps detailed as cost inspectors to keep a selective and corrective 
check at civilian shipyards of vessels being built or repaired for 
the navy on a basis of actual costs plus an allowed percentage of 
profit. Also, cost inspectors are detailed at various manufactories 
for the purpose of checking the records of costs of gun forgings 
and other ordnance material under construction for the present 
exigency of war. ‘The cost-inspection duties of the pay corps 
present a new and interesting phase of cost-accounting wherein 
opportunities for study and experience are almost limitless, 

No claim is advanced that the cost-accounting system of the 
navy even approaches perfection. That this is the case is due 
partly to reasons of governmental policy, and largely to the diffi- 
culties caused by an antiquated arrangement of appropriations. 

The articles and recommendations of such specialists in appro- 
priation matters as Paymaster General T. J. Cowie and Pay 
Director Livingston Hunt have as yet had little effect in inducing 
a change for the better in respect of the arrangement of appro- 
priations. 

But the pay corps, after more than 15 years’ study of cost- 
accounting and nearly 10 years’ experience in it, has attained at 
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least five invaluable results. It has developed a considerable group 
of officers with particular ability as cost accountants. It has accu- 
mulated a great amount of material in the form of cost records 
ready for reference. It has produced a plan and a method capable 
of expansion to the highest possible degree of usefulness—as is 
shown by the matter of cost inspection above referred to. It has 
helped to persuade the officers engaged on the fabricating side of 
the navy to study and to enforce economics in production. And it 
has given the navy a realization of the great advantages to be 
found in that proper national budget which has been the hope and 
dream of all American cameralists. 

In addition to these points, and even under an accounting 
system admittedly short of perfection, the methods as they exist 
are found indispensable wherever the officers engaged on the 
fabricating side of the navy have learned to avail themselves of 
cost records. At present, it is in this direction—a clearer under- 
standing of the potentialities of “executive’s cost reports’”—that 
the greatest usefulness of the cost-accounting system lies. 


XI 
MILITARY 


The military duties of an officer of the pay corps afloat are 
those of his duties which are perhaps best known to his shipmates 
of the line. Nevertheless, the magnitude of his share of such 
duties is sometimes not realized even by the watch officers who 
assist in them. 

A careful calculation made two or three years ago by Pay- 
master Chester G. Mayo, while attached to the flagship of the 
Atlantic fleet, showed that not less than one-fifth of the supply- 
officer’s waking hours must be devoted to strictly military duties. 
Reports from another officer indicate that since the beginning of 
the present war military duties consume about 40 per cent. of a 
supply-officer’s time. If this amount of time is required for mili- 
tary duties on board a capital ship, it is probable that the propor- 
tion of such duties performed on smaller craft where the number 
of officers is limited is very much greater. 
~ To the civilian not in close touch with the naval service it may 
come as a surprise to know that on board ship an officer of the 
pay corps is detailed for duty in charge of the fire-control system 
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of the ship, or controls the powder division, or is chief spotter, or 
is assistant signal officer, or at general quarters is an additional 
aide to the commanding officer, or in landing parties commands 
the machine-gun detachment or the pioneers or a section of blue 
jackets as infantry. 

Officers of the corps have fought on board every ship—except 
those of the smallest size—that has ever been under fire from 
1775 to the present day. They have been with the advance col- 
umns of bluejackets and of marines in Tripoli, Formosa, Cuba, 
China, Nicaragua, Mexico and the Philippines, and wherever else 
the navy has landed. 


During the occupation of California by Commodore J. D. Sloat 
in the war with Mexico, Purser D. Fauntleroy commanded a com- 
pany of dragoons made up of officers and men selected from the 
fleet. Pay Director William Wilson Galt was advanced in num- 
bers for extraordinary heroism during the war with Spain. Pay 
Inspector D, A. Smith commanded part of the secondary battery 
on Dewey’s flagship in the battle of Manila Bay. The late Pay 
Director George W. Simpson, in command of a captured 
Spanish vessel, sailed her from the coast of Cuba to the harbor 
of New York. 


Pay Director Francis Henry Swan is recorded in the Naval 
Register as “advanced for eminent and conspicuous conduct in 
battle during the civil war.” Honorable as this line of type is as 
attached to Pay Director Swan’s name in the Register, it only 
illustrates the distinction that came to him during the civil war 
when Lieutenant W. B. Cushing chose him as the only commis- 
sioned officer to accompany him on the incredible expedition that 
resulted in the blowing up of the Confederate ram Albemarle. 

Of interest to the psychologist of the combative spirit, as well 
as to the historian of it, is the fact that of the 80 or more duels 
fought by the officers of our navy in the past a due proportion 
was engaged in by officers of pay corps. The most celebrated 
duels or series of duels—of our navy, next to the duel between 
Decatur and Barron, were those arising out of the challenge by 
Purser Benjamin Bourne, of the U. S. S. Erie, to all and sundry 
of the officers of His Majesty’s Sixty-fourth Regiment of Foot— 
at Gibraltar in 1819. Under the lead of Purser Bourne the officers 
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of the Erie entered the mess-room of the Sixty-Fourth Foot and 
“posted” a certain officer of that regiment as a coward—with 
Homeric results. 

XII 


GENERAL ADMINISTRATION 


The efficient conduct of all the varied professions of the pay 
corps, however it may be sustained by the energy and devotion of 
the officers engaged in handling the actual details of such pro- 
fessions, is, in the last analysis, dependent upon the ability pos- 
sessed by the administrative officers on duty in the bureau of 
supplies and accounts in Washington. 

The type of mind of the officer competent to handle the work 
at a navy yard or on board ship is not necessarily the same as the 
type of mind of the competent administrative officer in the bureau, 
It is entirely possible—indeed, it sometimes happens—that a good 
seagoing officer does not make a good bureau officer, or vice versa. 
However, other things being equal, faithful performance of duty 
“in the field” trains an officer in the exercise of those qualities 
that fit him to direct administration. 

The administrative officers of the corps have been able to con- 
duct the immense business of the navy only by keeping their 
minds unclogged by the details of that business. In order to direct 
properly the persons in whose hands the carrying out of details 
must lie, no inconsiderable amount of imaginative power must be 
possessed by those responsible in the large sense for administra- 
tion. So overpowering is the machine technology of the navy, so 
overwhelming is it in the sheer bulk and application of material, 
that it is only by conscious effort and with difficulty that the mind 
can be kept clear for the wider range of thought necessary to 
furnish the motive force for the technological material. 

Rear Admirals Goodrich, Fiske and others, in one form or 
another have repeatedly pointed out the danger to the strategic 
sense of the line officers of the navy in allowing that sense to be 
crushed by unswerving attention to technique. It will probably 
be conceded—certainly by almost anyone who has served in the 
office of the chief of naval operations or who has taken a course 
at the war college—that the motive power of the navy as a whole 
has been seriously hampered, until recently at any rate, by this 
embarrassment of the administrative sense by the technical sense. 
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The pay corps has been happy in that its administrative heads, 
while unflinchingly demanding the closest supervision of details 
by the officers charged with such duty, have also unflinchingly 
demanded for themselves mental and physical freedom from such 
details. In no other way can good work be done expeditiously! 


Walter Bagehot, in his celebrated essay on “Lombard Street,” 
in referring to one who has heavy responsibilities, remarks: 
“.... If such a man is very busy, it is a sign of something 
wrong .... working out detail which subordinates would do 
better, and which he had better leave alone ....” It has been 
the great good fortune of the pay corps that it has had at its head 
for many years officers who have recognized that the power of 
handling well the general and the particular at the same time has 
never been found in one man—unless it were a Napoleon. Acting 
in harmony with this principle, the corps has been able to develop 
its full share of able and even of eminent administrators. 


Of such was Gideon Welles. In his person the pay corps had 
an honor done it that no other corps has had—that of having its 
one-time head appointed secretary of the navy. Gideon Welles, 
chief of the bureau from 1846 to 1849, was appointed secretary 
of the navy by President Lincoln. He served as one of the most 
distinguished and resolute members of that distinguished and 
resolute cabinet, continuing his service until the close of President 
Johnson’s administration in 1869. 


The solid and pertinacious qualities of Horatio Bridge, pay- 
master general during the whole period of the civil war, enabled 
the bureau to endure successfully the tremendous responsibilities 
of that trying time. When the sudden growth of the navy during 
the civil war is remembered—a growth only equaled by that of 
the present war and on a much less adequate foundation—the 
ability necessary to supply the ships under such conditions may be 
realized. The naming in his honor of the supply ship recently 
launched, the Bridge, is a tribute to the high character of his work. 


Paymaster James Fulton has been already referred to as 
primarily responsible for the establishment of the general supply 
system in 1886-1887. Paymaster Edwin Stewart, chief of the 
bureau during the war with Spain, will long be remembered with 
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admiration in the navy—so, too, will his assistant, Paymaster 
A. K. Michler, whose resignation deprived the service of an 
officer of creative genius. 

Among its able and forceful administrators have been 
H, T. B. Harris, paymaster general from 1903 to 1906, and 
Eustace B. Rogers, paymaster general from 1906 to 1910. Each 
of these officers in turn directed the duties of the pay corps and 
interested himself in the general affairs of the navy with notable 
success. 

Under such administrators or under those of like character 
and attainments, officers of the corps have become fitted to under- 
take the handling of affairs in the most varied emergencies. Space 
will permit of only a few illustrations. 

The settlement in 1887 by Pay Director John R. Martin, of 
the business affairs of the slave-trading island of Joanna off the 
east coast of Africa, is one of the most picturesque episodes of 
the navy. Paymaster E. C. Tobey and Paymaster George C. 
Schafer in 1905 established the first supply system and the first 
disbursing officer of the Panama canal zone. 

Pay Inspector B. P. Du Bois, after the volcanic outburst at 
Martinique in 1907, the late Paymaster Byron D. Rogers after 
the earthquake in Messina in 1909, and Paymaster Donald W. 
Nesbit and other officers after the floods in the Ohio and Missis- 
sippi valleys in 1913, administered relief to thousands of dis- 
tressed inhabitants. While the object sought in each of these 
undertakings was the same—to convey food, clothing, medical and 
surgical necessaries, and the means of shelter, to suffering fellow- 
beings—yet the means of attaining that object were radically 
different in each case. Each situation demanded the solving of a 
different and onerous “logistical problem.” 

At the present time an officer of the corps is a member of 
the war industries board; other officers are engaged on special 
duty abroad or on other special duty not proper to be specified 
at this time. 

A realization of the varied accomplishments of the pay corps 
was agreeably expressed by the late Major General Frederick 
Funston when he made a request upon the commander-in-chief 
of the Atlantic fleet for an officer to handle the fiscal affairs of 
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Vera Cruz: “I would like to have an officer of the pay corps of 
the navy, because I know those officers are not only men of 
money—they are men of affairs.” 


It is, perhaps, not necessary to describe the present interior 
structure of the bureau of supplies and accounts—it may be 
sufficiently indicated by the implications contained in the fore- 
going outlines of duties of officers of the corps. 

It is necessary to say that for the administrative officers of the 
bureau to be able to sustain their structure they must have— 
among other things—a wide knowledge of market conditions in 
order to purchase materials at the most economical times. ‘They 
must have the resolution to make decisions to expend large sums 
of money with the risk of a falling market. They must have the 
skill and experience to estimate the probable rate of consumption 
of materials, allowing for casualties, deterioration and waste. 
They must be ready at all times for the instant acceptance of the 
heaviest possible responsibilities. The courage necessary to make 
such decisions and to accept such responsibilities is precisely of 
the same quality as that required of the commander-in-chief of a 
fleet when he gives the order to execute a manceuvre whose faulty 
execution may lead to disaster. 

At all times in the past the bureau of supplies and accounts as 
an administrative entity has met exacting requirements. In the 
present time, it is giving ample illustration of its ready acceptance 
of responsibility ; without delay, without friction and almost with- 
out publicity, it has expanded its activities to meet the situation 
presented by the present war. 

It has made purchases of tremendous value; has accumulated 
great supplies of materials; has many times increased the amounts 
of its issues of such materials. It has outlined the building 
requirements for, and, through the medium of the bureau of yards 
and docks, has now in course of construction various storehouses 
of large size at different navy yards and at other places. It has 
established ab initio a system of district supply departments and 
district disbursing offices for the handling of coast patrol matters. 
It has taken over the supply side of the transport service that is 
to place the army over seas. These accomplishments are obvious 
to any chance observer. Of accomplishments designedly less 
obvious on account of their relation to the war, it is, perhaps, not 
proper to speak. 
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It would be impossible for the bureau to conduct such matters 
as have been outlined without having at immediate command 
some fund of legal knowledge upon which to draw. As a matter 
of fact several officers of the corps—including the present pay- 
master general—are graduate lawyers, and as such are able to be 
of substantial service. 

In a word, the bureau of supplies and accounts as an adminis- 
trative identity stands now—as it has always endeavored to stand 
—fitted to handle whatever exigency arises. 


XIII 


It seems, then, proper to inquire how officers of the character 
and ability necessary to carry on its duties are obtained by the 
pay corps. 

Officers of the corps are made fit to endure their inevitable 
responsibilities as such by a long and severe course of training 
prior to their being commissioned in the navy. This apparent 
paradox will at once be seen to be the merest fact if one realizes 
that the period of a man’s life running from 18 to 24 or 25 years 
of age passed in college or in business after college affords him 
opportunity for a training for pay corps duties—i. e., business 
administration—fully equal to the training for the line officer as 
acquired at the naval academy. 

It is particularly between the ages of 16 and 21 or thereabouts 
that a man’s predilections as well as his character take shape. 
Then, or shortly thereafter, he acquires the education and 
develops the inclination that determine the course of his future 
life-work. If this period of his life be passed at the naval 
academy, he is graduated therefrom an accomplished technician— 
but assuredly not particularly equipped to become an adminis- 
trator of business affairs. On the other hand, if this period be 
passed at a university, he emerges therefrom with a broad and 
firm foundation for business; while if some of the following years 
have been passed in the midst of actual business operations he is 
just so much the more fortunate. In college, as in a wider field, 
he has imbibed something of the spirit of “affairs,” which is neces- 
sarily denied the man whose formative years have been passed at 
the naval academy. Thus, the officer of the pay corps entering 
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the navy from civil life is better fitted for the very duty which he 
performs than if he had been graduated from a school of naval 
technology. 

The assurances of his fitness to join the goodly fellowship of 
the navy, and hence of his fitness to serve the nation, that the navy 
requires of the candidate for a commission in the pay corps is 
his passing of a rigorous mental and physical examination. The 
severe test given to candidates is proof positive that those who 
pass it have possessed, throughout a considerable number of years. 
the stability of character and the tenacity of will, as well as the 
opportunity, to secure a sound general education. Hence, the fact 
that a candidate has acquitted himself with credit in the examina- 
tions constitutes a very reliable promise that he will be ready to 
meet and fitted to endure whatever responsibilities his career as 
an officer may demand of him. 

The above advantages of a high standard of examination may 
be a truism to business administrators in civil life not less than 
to the psychologist; but the significance of this standard has not 
always been understood by officers in other branches of the navy. 
It is a reason for congratulation both to the navy and the nation 
that successive secretaries of the navy have always recognized 
the absolute necessity of maintaining an unflinching proof of a 
civilian’s fitness to become an officer of the corps. 

It is a glory of the pay corps as of the navy as a whole that its 
officers come from all walks of life to meet on a plane of integrity 
and ability. Of its 446 members, about 65 per cent. are college 
men. Of the remaining 35 per cent., a part is made up of grad- 
uates of the naval academy or of men who have attended that 
institution for a longer or shorter period, a part of men who have 
won their commissions from the corps of pay clerks or from the 
ranks of the navy at large—the remainder have come from all 
sections of the business and professional world. A number of the 
officers of the pay corps were honor men at their respective col- 
leges ; others were distinguished as athletes; and nearly all were 
prominent in extra-curriculum activities. 


XIV. 


If either of the two groups for which this sketch has primarily 
been written—the younger officers of the line and the newly com- 
missioned officers of the pay corps—has had the patience to read 
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so far, it will doubtless feel that the corps stands supported by a 
pride in itself that it feels to be justified, ready to meet the prob- 
lems of the present war and of the future. 

That difficulties have had to be overcome no officer with a 
knowledge of naval affairs will deny. To say that constant study 
of its profession and assiduous practice in it are necessary to 
maintain its standard is only to declare that for the pay corps as 
for the navy as a whole to rest content with what has already 
been accomplished is to decay. To acknowledge that the officers 
of the line who exercise command in battle have every right to 
expect the ablest possible performance of duty from the officers 
of the pay corps who supply the means to conduct the battle is 
only to express a belief that as the pay corps gives its full measure 
of devotion to all other corps, so it receives its full measure in 
return. 

Unflagging devotion and unyielding honor are the heritages of 
every naval officer. But, perhaps, in addition, the pay corps 
possesses something more than its share of a hearty zeal for real 
usefulness to the navy, a zeal intensified by its realization that its 
feeling of usefulness is the corps’ best reward for the perform- 
ance of duty that must almost always be conducted without the 
applause of the world at large. The pay corps stands, then, in the 
confident hope that its traditions of ability, energy, integrity, 
service to the navy and service to the nation will be maintained. 
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F, J. KNoepper, C.P.A. 


Industrial accounting recognizes three comparable costs with 
regard to any operation or result, i e.: 
1. Apparent cost 
2. True cost 
3. Standard cost 


Apparent cost is that which we are most familiar with—that 
which we have been pleased to call actual cost, and upon which 
we have lavished most attention, and endeavored to establish 
selling prices to stabilize industry and secure trade. It is, how- 
ever, the most untrustworthy of the three comparable costs; and 
its only value is the measurement of preventable waste it affords 
when placed in comparison with standard cost and true cost. 

Apparent cost is so called because it usually appears in account- 
ing statements and records as cost, and managers generally recog- 
nize it (apparently) as a cost. Apparent cost is made up of two 
elements, which, in their nature, are direct opposites, i. e.: 


1. The value of a potential earning power, or product. 
2. The value of a dead loss, or preventable waste. 

By no stretch of the imagination can these two values be 
reconciled to one another. They have nothing in common. All 
product enriches the world. All waste tends to impoverish. Why 
then add together two opposing values—the cost of activity and 
the cost of non-activity—and call the total the cost of production 
or manufacturing cost? Action produces. Inaction fails to pro- 
duce. How can we charge the cost of that which fails to produce 
to production as a part of the cost of production? 

Yet that is precisely what is being done, with singularly few 
exceptions, in industry today. Consider the annual statement of 
almost any manufacturing concern. The operating section or 
profit and loss account will show at least the following divisions: 
gross sales, manufacturing cost, administration expense and selling 
expense. The “manufacturing cost” division (the only one in 
which we are now interested) indicates apparent manufacturing 
cost. It fails to represent actual cost—except accidentally— 
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because the factory may not have worked the full number of 
hours, fully manned, every day in the year. If such statement 
were prepared each month it would indicate monthly apparent 
cost ; and if analyzed as to jobs or orders it would indicate apparent 
job cost—but always only apparent cost, except as, accidentally, 
apparent cost may agree with standard cost or true cost. 

By “accidental” is meant realizing the peculiar possibility of 
attaining exactly one-hundred per cent. efficiency. One-hundred 
per cent. efficiency may be our aim, as a record to strive for, but 
no man hopes to attain it, exactly. He may go above 100 per 
cent., or fall below 100 per cent., but it is unlikely that he will 
record precisely 100 per cent. 

Apparent cost need not then always be greater than standard 
cost or true cost. It may be less than either one or both of the 
other comparable costs. And, accidentally, they may all three 
agree. 

Before discussing true cost and standard cost it is well to 
state and consider the theorems which express the basic thought 
underlying industrial accounting. 


First: Given a factory with certain equipment, power 
supply, labor supply, material supply and a normal market 
for its product, a reasonably definite number of productive 
man or machine hours may be established as representing 
its normal annual industrial activity. 

Second: Given an organization of efficient workers, 
directors and supervisors, each man or machine hour worked 
should produce a definite output, equivalent to the output of 
any other similar man or machine hour worked, representing 
the normal result of hourly industrial activity. 

Third: Given a task to perform, its actual accomplish- 
ment involves the expenditure of energy, both of man and 
machine, measurable in terms of force and time, and 
expressible as cost-per-hour and hours-taken. 

Fourth: Given a definite output, stated quantitatively, 
its accomplishment requires a reasonably definitely known 
quantity of material, measurable per-unit-produced, and 
expressible as cost-per-unit. 


Consideration of the last two theorems would indicate the 
cost of any article produced as composed of two distinct elements 
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-—energy and material. This is not in strict accordance with the 
familiar view that factory cost consists of material, labor and 
overhead, and that material and labor are prime cost. Such a 
view may be of some value in the study of elementary cost 
accounting, but it is not desirable as a governing principle in 
industrial accounting. 


Material is clearly distinct from any other agency employed 
in production; while all remaining agencies act together to 
produce, guide and apply the force necessary to transform 
material. This view furnishes a distinct division of cost—a prime 
requisite for proper industrial accounting—the two divisions 
being expressed by a definition of factory cost, i.e.: 


Material cost plus cost to manufacture. 


The distinction just drawn, as against the more general defini- 
tion, may not appear important; for, obviously the sum of the old 
terms (labor and overhead) equals the value of the new term (cost 
to manufacture). When thoroughly acquainted with the close and 
interdependent relation existing between the various components 
of energy (or elements of cost to manufacture) the distinction 
is not of great moment. Unfortunately such relations, though 
frequently understood, are seldom recognized in actual manage- 
ment. Positive proof of this is to be seen in the fact that execu- 
tives are continually striving to reduce the ratio of overhead to 
labor cost. The comparison of overhead and labor cost has led 
manufacturers generally in the wrong direction in their search 
for higher efficiency and lower cost. The manager must recog- 
nize that the form of material is altered through a combined and 
inseparable three-fold action, i. e., the creation of force, its direc- 
tion and its application. The relative cost of the components is 
unimportant—the total cost is all important. This is expressed 
by the third theorem, that the accomplishment of a task involves 
energy, expressible as cost-per-hour. The cost-per-hour includes 
all cost except material, i.e., labor, power, machine-depreciation, 
supervision, etc. The statement or view that cost is composed of 
material, labor and overhead is not incorrect, but it is undesirable, 
since it tends to produce wrong thought that leads to false methods 
of gauging shop efficiency. 
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Industrial accounting treats separately the two broad divisions 
of all factory cost, 


1. Material cost 
2. Cost to manufacture 


The distinction is important because shop efficiency is 
expressed in cost-to-manufacture, but not in material cost. The 
cost-to-manufacture is elastic or variable, while material cost is 
comparatively rigid. Cost-to-manufacture occurs through the 
lapse of time, while the cost of material resides permanently in 
an inanimate thing. It may be contended that this is not true; 
that material may be spoiled through inefficient handling, which 
would increase the material cost. Distinction must be made as 
to legitimate and illegitimate waste. Legitimate waste should 
always be included as a necessary and known part of material 
cost. Illegitimate waste of material, through inefficient handling, 
should be charged to that which caused it—the energy-used-to- 
transform-material or the cost-to-manufacture. Obviously, then, 
the cost of material spoiled through shop inefficiency must be 
charged to cost-to-manufacture, and consequently the inefficiency 
is not expressed in material cost but in cost-to-manufacture. Cost- 
to-manufacture, then, contains the entire story of inefficiencies or 
preventable waste. 

All preventable waste is caused by faults committed by the 
organization, which, for the purpose of industrial accounting, 
may be viewed as composed of two parts: 

Shop organization and 
Non-shop organization. 

Given a definite apparent cost the determination of the amount 
of preventable waste due to either branch of the organization, or 
to both, requires that some means of measurement be employed. 
This fact and the acceptance of the four theorems previously 
stated render standardization as a means of measurement abso- 
lutely necessary. Four standards are needed, developed respec- 
tively from the four theorems: 

1. Standard (normal) number of man or machine hours 
per annum reduced to a periodic average, 

2. Standard (normal) number of man or machine hours 
per unit of output. 
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3. Standard (normal) cost per man or machine hour. 
4. Standard (normal) cost for material per unit of output. 

These may be considered as basic standards, to be used in 
connection with some expression of actual accomplishment, to 
provide a standard that can be measured against a result, to 
determine preventable waste. To illustrate: four hours being the 
basic standard for producing one unit of output, and two units 
being produced in nine hours, a standard of measurement to apply 
against the nine hour result is obtained by multiplying the two 
actual units accomplished by the four hour basic standard, which 
results in a measurement standard of eight hours as against the 
result of nine hours, indicating one hour as preventable waste or 
inefficiency. 

Having enumerated the basic standards, the various expres- 
sions of actual accomplishment and actual results may now be 
considered. 

Actual accomplishment must be stated in the following terms: 

1. Actual hours worked, 
2. Actual units of product produced. 

Actual results must be stated in the following terms: 

1. Actual hours (required) worked, 
2. Actual units of product produced, 
3. Apparent cost to manufacture, 

4. Apparent cost of material. 

It will be noticed that the terms of accomplishment are repeated 
in the terms of results. This is so because the first two terms 
of results are used as factors in determining the measurement 
standards, as given below, which are to be compared with the 
four results, respectively stated. 

1. Standard hours—determined by basic standard 
number of man or machine hours per unit of product, 
multiplied by actual units of product produced. 

2. Standard product—determined by actual hours 
worked, divided by basic standard number of man or 
machine hours per unit of product. 

3. Standard cost to manufacture—determined by 
standard hours (as given in the first of these terms), 
multiplied by basic standard cost per man or machine 
hour. 
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3a. True cost to manufacture—determined by basic 
standard cost per man or machine hour, multiplied by 
actual hours worked, plus cost of illegitimate material 
waste. 
4. Standard and true material cost—determined by 
basic standard cost of material per unit of output, multi- 
plied by actual units of product produced. 
The resulting comparisons may, for sake of clearness, be 
summarized and briefly stated as, 
1. Actual hours worked versus standard hours (for 
actual product) ; 

2. Actual units of product produced versus standard 
product; 

3. Apparent cost to manufacture versus standard cost to 
manufacture and true cost to manufacture; 

4. Apparent cost of material versus standard and true 
material cost. 

No use has yet been assigned to the first basic standard— 
standard number of man or machine hours. It should be com- 
pared, directly, with the actual hours worked, which gives a fifth 
comparison to be considered. 

5. Actual hours worked versus standard hours in period. 
The full value and meaning of these comparisons will become 

apparent upon consideration of the use to be made of the results. 
The results may show actual as either above or below standard, 
indicating inefficiency loss or efficiency gain. For purpose of 
illustration, however, it is best to assume a condition of positive 
inefficiency. - 

First COMPARISON 


Inefficiency is indicated when the actual hours worked exceed 
the standard hours necessary for the actual production. The 
standard hours or time is based upon time studies made on 
various operations. ‘Time or labor reports should show both 
standard and actual time and be recorded upon the payroll or 
department efficiency records. The standard time divided by the 
actual time indicates the degree of efficiency. For example, the 
payroll reveals 500 hours actual time taken for a production 
standardized at 400 hours. The efficiency for the department 
equals eighty per cent., indicating an inefficiency of 20 per cent. 
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A monthly comparison of departmental efficiency is invaluable to 
the executive, as it clearly shows how the shop organization is 
gaining or losing in its control and influence upon shop activity. 


SECOND COMPARISON 


Inefficiency is indicated when the actual product is less than 
the standardized output for the actual hours worked. Where 
a concern is producing a regular class of product the shortage 
in output multiplied by the gross profit as established per unit 
indicates, within reasonable limits, the loss in earnings resulting 
from the degree of inefficiency expressed in the first comparison. 
A knowledge of such losses will bring many an executive to 
realize the earning power of money spent in liberal incentive 
wage payment plans, adequate instruction for workmen and 
improvements in the shop organization. Additional cost due to 
shop inefficiency is only part of the cost of such inefficiency. 
Shortage in production should be calculated from the produc- 
tion records for the entire factory, as departmentalization of the 
loss in earnings is usually impracticable. 


THIRD COMPARISON 


Inefficiency is indicated when apparent cost is greater than 
standard cost and true cost. The departmental standard hours 
as indicated by the payroll or efficiency record multiplied by the 
standard hourly cost-to-manufacture rate results in standard 
cost-to-manufacture. The departmental actual hours as indicated 
by the payroll or efficiency record multiplied by the standard 
hourly cost-to-manufacture rate plus the cost of material spoiled 
through inefficient handling results in true cost-to-manufacture. 

When standard cost-to-manufacture is exceeded by the 
apparent cost-to-manufacture the excess indicates or expresses 
the total cost of inefficiencies, both of the shop organization and 
the non-shop organization. Apparent cost is obtained from a 
departmental expense distribution, as it is generally understood 
and handled in cost accounting. In order to separate the cost 
of inefficiencies due to the shop organization from the cost of 
inefficiencies due to the non-shop organization the true cost-to- 
manufacture is deducted from the apparent cost, and the standard 
cost-to-manufacture is deducted from the true cost. For example, 
standard hours equal 400; actual hours 500; the standard hour 
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rate is 60 cents; illegitimate material waste $30.00; and the 
apparent cost amounts to $350.00. The true cost would then 
amount to $330.00; standard cost $240.00; and the cost of 
inefficiency arrived at would be, 


Due to non-shop organization $20.00 (350— 330) 


Due to shop organization 90.00 (330— 240) 
Total excess cost $110.00 (350— 240) 


When actual hours are curtailed and fall below the standard 
hours determined as normal for a period (not the standard hours 
for the actual output during a period) the fault is not chargeable 
to the shop. It may be due to reduced sales, lack of coal, raw 
material, general shut-down, etc. The loss due to such causes is 
the difference between apparent cost and true cost ; and a monthly 
comparative statement reflecting the cost of such non-shop 
organization shortcomings is an aid to the management in real- 
izing the true significance of a general business or industrial 
condition. It acts as an incentive, and stimulates effort and 
thought directed to overcome or offset general influences and 
conditions restricting the use of factory capacity. 

When actual production or output requires more time than 
the established standard time, the fault is directly chargeable to 
the shop. The cause may be faulty routing of work, hardness of 
castings, slow workmen, poorly ground cutting tools, faulty 
inspection, etc., all within the control of the shop organization. 
The loss due to such causes is expressed by the difference between 
standard cost and true cost; and a monthly comparative state- 
ment of the cost due to absolute shop inefficiency indicates in 
monetary terms how the shop organization is gaining or losing 
in its control of shop activity. This result should be stated and 
viewed in connection with the result obtained in the first com- 
parison, i.e., the percentum of shop efficiency. 


FourTH COMPARISON 
Inefficiency, as previously stated, is not indicated in material 
cost. However, illegitimate waste of material may result from 
shop inefficiency. This, it would seem, is expressed by the 
difference between standard material cost and apparent material 
cost—which would be true, providing materials spoiled were not 
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accounted for in some other manner. As material is spoiled, it 
should be charged to the department at fault and credited to 
material account, so that there should be no difference between 
the standard material cost and the apparent material cost. The 
comparison is one of proof only, except where fluctuations in 
price are not taken into account in the standard material cost. 
The difference between apparent and standard material cost then 
expresses fluctuations in price paid for material, which certainly 
is not due to shop inefficiency. The cost of spoiled material 
should be added to the true cost-to-manufacture as previously 
stated. A simple method of determining illegitimate waste of 
material is to subtract the standard material cost from the value 
of material requisitions. The difference between the value of 
material requisitions and the material used value, as shown by 
the general ledger, indicates fluctuation in price of material, pro- 
vided there be a proper guard against loss of material by theft. 


FirtH COMPARISON 


Incorrect standard cost per hour is an inefficient tool for the 
management to use since its use misrepresents actual conditions. 
Consequently, a proof of standard cost rates should be provided. 
By deducting actual hours worked from the standard hours estab- 
lished as normal for the period, upon which standard cost rates 
are originally set, the idle or unused hours are found. Such 
unused hours multiplied by the standard cost rate per hour (labor 
cost per hour being omitted) represents the maximum possible 
cost of inefficiencies due to the non-shop organization. Should 
the difference between the apparent cost-to-manufacture and true 
cost-to-manufacture plus the cost of illegitimate material waste 
exceed the determined maximum cost of inefficiencies of the non- 
shop organization, it is evidence that the standard hour rates have 
been set too low or that unsuspected or unaccounted-for elements 
have crept into the cost-to-manu facture. 

Highly developed industrial accounting goes into great 
detail, revealing the cost of each individual cause or reason for 
inefficiency, thereby indicating the faults most urgently calling 
for correction. 
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Standard Accounting Through Price Control 
By CHartes REITELL, PH.D. 


Apart from our beliefs and prejudices regarding the extension 
of price control by the federal government, the accounting 
problems that such a policy calls forth demand consideration 
from all those interested in the growth of the accounting profes- 
sion. The nation is speeding on high gear, manufacturing both 
war and domestic supplies. Coupled with this production is the 
constant extension of price control, which already ramifies into 
most of our primary industries. Hence it is but natural that some 
change in accounting method becomes necessary so as to adjust 
private industry to this new arm of government. 


If accountants are awake to their possibilities, there looms 
significant the opportunity of performing a service of untold 
value both to the government and to private manufacturing. Pri- 
vate industry and the federal government are fast becoming 
acquainted; and the security of that acquaintance depends to a 
great extent upon a definite and clear understanding as to items 
of costs, incomes, profits, taxes, etc. 

And such understanding can only be furnished in the final 
analysis by adjustments in accounting practices. 

To attain this goal, two definite lines of procedure present 
themselves. 

First: An educational campaign showing the increasing losses 
accruing to industry and government, due to the lack of any 
comprehensive uniform accounting practice between them. 

Second: The immediate organization and creation of a 
standard system of accounts, especially for those larger industries 
which are rapidly coming under a greater governmental supervi- 
sion. 

It is the purpose of this paper to show that these steps would 
be the means of working untold benefits for the government; 
would yield definite economies to industry; and would be the 


basis of creating a far better spirit between manufacturers and 
federal officers. 
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PRESENT METHODS THE MANUFACTURER’S Loss 


Three definite and distinct sources of loss to manufacturing 
come about through the operation of the present methods of 
handling accounts between government and industry: 

First: The expense of having to draw up in many instances 
separate analyses of the firm’s regular accounts, so as to adjust 
and to meet government’s needs. 

Second: The loss that comes through the failure of private 
industry to interpret correctly the specific requests made by federal 
authorities. 

Third: The costliness that comes with private manufacturers 
having to accept the results of arbitrary approximations—due to 
lack of harmony between the firm’s accounts and the accounts 
required by the government. 

A few illustrations drawn from the writer’s experience may 
aid in clarifying these different types of losses and at the same 
time suggest the important value that would be ushered in through 
uniformity of accounts. 

The expense that comes to private firms through the govern- 
ment demanding reports, statements and schedules not in line 
with the regular accounting forms and arrangements is portrayed 
in the recent government investigation of the steel industries. 
The purpose of this investigation, carried on by the trade commis- 
sion, was to procure costs on plates, bars, structural steel, etc., 
thus necessitating a collection of costs on all antecedent materials 
—open hearth steel, pig iron, coke, coal and iron ore. The orders 
called for monthly figures, including conversion costs, credits, 
by-product data, etc. 

Now, take the ore situation as a case at point. Ore costs are 
handled on a season basis—a period depending in length upon the 
open navigation of the Great Lakes. Not only is overhead 
distributed on this basis but adjustments in weights of shipments 
amounting to as high as 10 per cent. are made at the close of the 
season. These discrepancies called for a tremendous amount of 
labor in order that the government’s demands might be met. On 
this same investigation added burdens due to non-uniformity were 
found in coke accounts, conversion costs, depletion, depreciation 
and by-product credits, 

Take depreciation as an example. At one plant charges for 
depreciation were placed only on selling departments; at other 
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places on all mills; while a few had arbitrary amounts set aside 
which were impossible of allocation as to items of federal inquiry. 

Lack of standard conditions—lack of uniformity—was met at 
almost every turn—a condition which can not be blamed either 
upon government or upon the private manufacturers; but a 
natural result that ever must follow conditions where cooperation 
is missing. 

The Bethlehem Steel Co., I feel safe in saying, had a large 
portion of its accounting force working for more than a fortnight 
upon this one steel investigation—a cost item to this company of 
no small moment, and an item chargeable in its entirety to the 
general lack of uniformity of accounting. That no such expensive 
factors arise in railroad accounting is due in a large measure to 
the standard accounts that have been organized in that field. 

In keeping with this want of uniformity is the difference in 
accounting methods existing among the various private establish- 
ments—a condition forcing the government to make approxima- 
tions and guesses in lieu of obtaining the facts. To illustrate: 
one company kept its costs on a certain operation undivided as to 
labor, material and supply charges. Another. concern coming 
under the very same investigation had two items of costs—labor 
and supplies. A third firm had possibly twenty-five different items 
of costs on this one operation, showing a perfect analysis of labor, 
materials and supplies. The government asked for only material 
costs, 

What else could be done but to guess as regards the first two 
firms? The best that was done was to take an approximate per- 
centage and let it go at that. The seriousness of such a situation 
takes clearer form the moment we realize that such unscientific 
work becomes a basis upon which price fixing is to have its foun- 
dations. 

One more serious channel of loss through the non-standard- 
ization of accounting is the colossal amount of misunderstanding 
of the government’s requests. We are not blaming in this paper 
but showing the need for constructive measures. And it is at this 
point that possibly the greatest amount of inefficiency shows itself 
—an inefficiency known by everyone in touch with the facts. 

An endless amount of material that comes to Washington is 
rendered useless simply because there is prevalent a gross misun- 
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derstanding as to what is wanted. Such items as income, amorti- 
zation charges, taxes, depletion, interest, investment, etc., cause 
continual confusion to the people who send their replies to Wash- 
ington. Reports turned in show clearly that the manufacturers 
have no common understanding of what these items mean or what 
they purport to cover. And the almost hopeless thing about it is 
this, that the situation can only be bettered after a common under- 
standing of accounts and terms shall have been established 
between the government and private producers, and also among 
private producers themselves. As one accountant, a certified 
public accountant of excellent abilities, has stated it, “Accounting 
systems have been built to meet the specific needs of each specific 
industry ; now the problem arises of arranging and adapting these 
specific systems to a larger unit—the government’s common needs” 
—in short, price control calling for standardization, 


THE Extra BurpEN UPON THE GOVERNMENT 


The normal and constant work thrown upon the interstate 
commerce and the federal trade commissions is the consolidation 
of the statistical data which come from the nation’s railroads 
and industries. Obviously the more these returns are alike, the 
greater the ease with which these important commissions may 
carry on their work. 

This does not mean that the present process of consolidation 
alone is an easy task. Those who have had experience in drawing 
up consolidated balance-sheets for a parent company have in a 
small way gone through the problems constantly faced by the 
government accountants. The work at best is arduous, calling for 
a high degree of accuracy and care. 

But now place yourself in a position at Washington where the 
reports from manufacturers collect. Picture an ordinary investi- 
gation of the coke industry of the United States. Statements, 
let us say, covering April costs of all coke producers—both bee- 
hive and by-product—come to you for consolidation. What are 
you, as the accountant responsible for the work, going to demand 
as to the form and contents of these miscellaneous statements? 
Would not the following five minimum requirements at least be 
demanded ? 
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First: The reports must give all the costs and not be only 
a part of the month’s expenses. 

Second: The reports must give an analysis of costs in 
common with the general analyses of other coke companies. 


Third: If the coke plant is only a department of a larger 
business the coke costs must portray their share of overhead. 

Fourth: Where both bee-hive and by-product coke 
are made the costs shall be kept separate. 


Fifth: The statements shall be so complete that they are 
intelligible at least to an average accountant. 

How far would such demands be met? And how far would 
your consolidation work be a success if these demands were not 
met? 

The interrogations are apt. Not one but all of these five 
conditions are frequently lacking. In short, not only must consol- 
idation be made at Washington, but the statements must first be 
put into such a shape that consolidation is at all possible. This is 
often the most difficult task. 

Mark well, this is not only true of coke, but is characteristic 
of returns from lumber, paper, oil, wheat, copper and other 
common industries. The resultant back-fire comes to the private 
manufacturers. Reports and statements must be returned and 
corrections made; examiners must retrace their steps; and the 
firm’s accountants must give valuable time to straightening out 
difficulties—all items of time, cost and delay. 

No greater strides could be made by American industries in 
facilitating cooperation with the government than by the realiza- 
tion and the remedying of the inefficiencies that are occurring 
constantly because of the lack of even an approximation of 
uniformity in accounting. 


A PLEA FOR STANDARDIZATION 


Sufficient has been said to point out the inadequacy of account- 
ing methods if left as they are. Constructive change is imperative. 
Four or five specific lines of activity might be suggested which 
would no doubt produce untold benefits in the situation. 

First: Education as to the advantages of standard 
accounts should be carried on and provided for. Manufac- 
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turers’ associations, trade journals and publications of a 
professional nature should be the means of spreading the 
message. 

Second: A uniformity in meaning of accounting terms 
should be arranged and published. Possibly the time will 
come when a standard dictionary of accounting terminology 
will be the adjunct of every accounting office and of every 
course in accounting in school and university. 


Third: The government must show its coOperation and 
willingness to aid—not only by a tacit approval of what others 
are doing but by an active policy toward uniformity. The 
federal trade commission already has published a bulletin on 
the need of standard accounts. 

Fourth: Private industry should be made to realize the 
extreme burden resting upon the government in these 
abnormal times, and rather than suggesting a critical spirit it 
should be big enough to understand that the federal powers 
are not the sole cause of troubles and inconveniences. At 
least the fault may be divided on a fifty-fifty basis. 

Fifth: Professional accountants should become rampant 
enthusiasts for standardization. Just as the medical profes- 
sion has standardized its prescriptions, so might the account- 
ants unify their accounting practice. In all lines standardi- 
zation is fast becoming the sine qua non of existence. Let 
professional accountancy take heed. 

Whether price control becomes a permanent policy of this 
country or no, the true worth of uniform accounting still remains 
manifest. It may prove that price control is the present alarm 
to the accounting world that it speed up action for uniformity. 
Through the introduction of uniformity and standardization will 
be made possible a greater codperation between private employers 
and government, and, if you please, between employers and work- 
ingmen. By uniformity and standardization, criticism both just 
and unjust will be broken down. 

Standardization if it means anything means the reaping of the 
advantages of large scale production. Inefficiency through lack 
of it is fast spending its day. Is it not high time that modern 
accountancy realize the truth of this contention? 
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EDITORIAL 


The Government's Compensation for Accountants 


Now that great numbers of accountants are entering the 
government service under various departments, the question of 
the rates of compensation to be paid by the government becomes 
increasingly acute. 


As time goes on and as the complexities of the war and its 
conduct further complicate the accounting of the government 
there will be even greater demand for the services of accountants, 
and the question of compensation is one that must be seriously 
considered. 

When war was declared it began to wn on some of the 
authorities in Washington that accountan‘s would be of use in 
some departments. It must be admitte' it the persons who 
made demands for accounting services 1 not always a very 
clear idea of what an accountant could do. Latterly, however, 
there has been a considerable change of opinion and an increase 
in knowledge. There is scarcely a department of the government 
which has not felt compelled to make urgent demand for account- 
ants, and the value of the work which has been done by the pro- 
fession is incalculable. There have, of course, been many men 
engaged to undertake accounting labor’ ‘ho have not had the 
experience or ability which would enal.. them to give the best 
advice to the department concerned, but most of the men who 
have gone to Washington or to any of the innumerable plants 
where war products are being made have been men of good stand- 
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ing and ability. Many of the most skilled accountants are in 
the government service and in several cases the service rendered 
is without any compensation whatever. 

There is, however, another side of the question which deserves 
consideration. 

We read advertisements of the signal corps, for example, in 
which it is set forth that accountants of experience will be paid 
up to $6,000.00 per annum in an accounting capacity. Other 
departments offer payment ranging from $6,000.00 down to a 
very small figure. * The unfortunate part of such advertisements 
is that they may attract a class of applicants not altogether to 
be desired. Six thousand dollars per annum would not fascinate 
any practising accountant with ordinarily large clientele, but to 
many men who imagine they are accountants, $6,000.00 seems 
almost all that heart could desire. Accordingly, applications for 
accounting positions have not been scarce. 

In some cases the attempt to secure a governmental position 
has been on a par with the profiteering which has prevailed in 
many trades. Tlie person offering his services sometimes has not 
been imbued by anything other than a desire to increase his rate 
of compensation or to escape the draft—which is even worse. In 
other words, government service has looked like a good thing 
and everyone knows that a good thing is always in demand. 

It seems to us that a fair and just rule would be to pay no 
man more than ~ = was paid before entering the government 
service. If a mar has been receiving $3,000.00 per annum and 
the government irs him $6,000.00, the result is inequitable. 
The well paid pos:“ons should be open only to those who have 
received as high or higher compensation in their private capacities. 

Then again there is a further difficulty in that some of the 
departments most urgently in need of accountants have been 
handicapped by the more generous offers of such branches of 
the service as the signal corps. 

It does seem rather ridiculous that the salaries of commis- 
sioned officers shor % be much below those offered to men who 
are doing, perhaps, ue same class of work in a civilian capacity. 

The whole question of governmental compensation is involved 
and becoming more so. In the interest of establishing some sort 
of standard we suggest that the principle we have mentioned be 
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adopted, namely, that no person entering the government employ 
in any capacity be paid more than he received or earned before 
entering the national service plus such increase in salary rate as 
may be necessary in some circumstances to cover actual additions 
to living expenses caused by the nature and conditions of duties 
under the government. . 





Listings 
A correspondent sends us a letter from a company having 
offices in Boston, New York and Pittsburgh from which we take 
the following extracts: 


In view of the fact that the American Bankers Association and all 
subsidiary organizations require that financial statements submitted to their 
members as a basis for credit shall be prepared and certified to by a public 
accountant of established reputation, all editions of our publications .... 
contain as a separate section a list of professional public accountants and 
production engineers, sample pages from which are enclosed. 

Our publications are the largest and most comprehensive of their kind 
in the world, cover the great manufacturing, financial, commercial and 
insurance centres of New York, Pennsylvania and New England, and the 
list of professional public accountants and production engineers was incor- 
porated in our publications in response to a demand from our subscribers, 
not only for an authentic list of members of your profession to whom they 
could with confidence entrust the most confidential part of their business, 
but also that the banking and financial institutions generally may be able 
to determine the standing of any auditor who certifies to the statements 
presented to them. As our list is a selected one, containing only such 
names as after full investigation we can guarantee, we are able to comply 
with the demands of both merchant and banker. Your credentials being 
of the best, we invite you to be represented in our listing. 

We make no charge for the publicity other than a subscription to one 
of our publications. Extra listings are given (without charge) for any 
cities where you have branch offices or are otherwise represented. The 
same list appears in each of our four publications and the enclosed data 
blank, when filled out, will provide us with the necessary information for 
your listing. eye 

Accompanying the letter was an order form with which the 
subscriber was supposed to remit $10.00 for a copy of one or 
more of the publications. 

Also enclosed in the letter was a pamphlet bearing the heading 
Professional Public Accountants and Production Engineers. The 
second paragraph of the pamphlet reads as follows: 


This compilation is made in response to a demand from our subscribers, 
not only for an authentic list of public accountants, etc., to whom they 
can entrust the most confidential and important part of their business, 
but also that the banking institutions, and other purchasers of securities, 
may be able to determine the professional standing of any accountant or 
auditor who may certify to financial or other statements presented to 
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hom, The ..000 company has used great care in its selection of the 
organizations and individuals herein presented, and believes they represent 
the highest standing of professional accountancy in America. 


Then follows a list of accounting organizations in various 
towns and cities of the country. 

In many cases there is one name given as that of a reputable 
practising accountant, and in other cases there are more names. 
Some prominent and excellent firms are to be found in the list. 
There are also some names which are new to us. 

Of course we have no manner of knowing to whom the list 
which our correspondent has given us was sent. It may have 
been a circular letter and it may not, but that point is unimportant. 


We have no possible quarrel with a company which has books 
to sell and seeks to sell them. It is perfectly proper that anyone 
should buy the books for $10.00 if he so desires, but we must 
seriously object to the publication of a list so incomplete as that 
which we have before us. 

Take for example the list of Kansas City. There are in 
Kansas City about a dozen prominent and reputable accounting 
firms. The pamphlet contains the names of two firms only. The 
same may be said of Denver. In Columbus, Ohio, appears one 
name, whereas there are many excellent accountants in that city. 
In Dallas, Texas, some of the most prominent accountants are 
not included. In New York the names of some of our leading 
firms are not given. 

Is the public to infer from this that those men and firms whose 
names do not appear in the list put forth by the company in 
question are not reputable? 

If any company wishes to publish a directory of accountants, 
giving a reasonably complete and representative list, there can 
be no objection, but an incomplete list is inadequate and may 
inflict injury. 

The institute has a list if anyone wishes to consult one, and 
each state board of accountancy has a list of its certified public 
accountants. 

We venture to think that either the institute’s list or the state 
lists would be somewhat preferable to a list which is far from 
complete. 
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In passing, bankers and accountants will be interested to learn 
that bankers are insisting on certified statements. So far as we 
had heard such insistence had never become more than a 


suggestion. 
And then it might be of interest to know what is meant by 
the expression “names . . . we can guarantee.” We fail to see 


how any guarantee can be given for the value of professional 
services, 
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American Institute of Accountants 
COUNCIL MEETING, APRIL 8, 1918 


The regular semi-annual meeting of the council of the American Insti- 
tute of Accountants was held at the offices of the institute, 1 Liberty street, 
in the city of New York, on Monday, April 8, 1918, at 10 a. m. 

Present: 

W. Sanders Davies, president, in the chair 
George O. May, Waldron H. Rand, vice-presidents 
Adam A. Ross, treasurer 


Harold Benington J. E. Masters 
H. S. Corwin Charles Neville 
J. F. Forbes J. B. Niven 

J. S. M. Goodloe E. W. Sells 

E. L. Hatter H. G. Stockwell 
W. P. Hilton E. L. Suffern 
J. P. Joplin W. F. Weiss 
F. W. Lafrentz Arthur Young 


A. P. Richardson, secretary 


Peter T. Wright, chairman of the committee on meetings, was present 
by invitation and was extended the privileges of the floor. 

Minutes of the meetings of September 17 and 20, 1917, and the record 
of mail ballot No. 6 were approved. 

The following reports were received and placed on file: 


Reports of the 
Treasurer, 
Secretary, 
Executive committee, 
Committee on budget and finance, 
Committee on constitution and by-laws, 
War committee, 
Committee on federal legislation, 
Committee on publication, 
Special committee on administration of endowment, and 
Special committee on collection. 


The report of the treasurer showed total receipts of $25,366.41 and 
expenditures of $19,018.13, leaving a balance of $6,348.28. 

The total receipts of the endowment fund were $69,502.43; expendi- 
tures, $1,427.82, leaving a balance of $68,074.61. 

The secretary reported that since the date of the annual meeting there 
have been ten deaths of members. Ten members and fifteen associates 
have been elected and twenty-four associates have been advanced to 
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membership. Seven members and two associates have forfeited their 
membership. The total membership on April 8th was 1,121 members and 
108 associates. The report of the secretary reviewed the work of the 
library and bureau of information, showing that inquiries were being 
received and answered and that the purposes of the endowment fund were 
being carried out with success. 

The report of the executive committee reviewed the activities of the 
institute during the half year. 

The report of the committee on publications showed that total sub- 
scriptions to THE JouRNAL or ACCOUNTANCY on April 4th were 10,046, and 
the volume of advertising was greater than before. 

The report of the committee on budget and finance called for additional 
appropriations of $1,400 out of current revenue, which would be approxi- 
mately offset by increases in the revenue for the year and reduction in 
expenditures under various appropriations. The report also called for 
appropriations out of capital amounting to $1,500 and additional expendi- 
tures out of the revenue of the endowment fund amounting to $1,500. 

The report of the committee on federal legislation reviewed the work 
of the committee with particular reference to the efforts which had been 
made to secure recognition of the principle that consolidated accounts of 
a parent company and its subsidiaries were in general the truest reflection 
of the operation of such companies. This principle has been practically 
recognized in the rulings of the bureau of internal revenue. 

The report of the special committee on collections showed total sub- 
scriptions to the endowment fund, $136,519.65, in addition to special 
subscriptions of $1,600 for current expenses. 

The report of the special committee on administration of endowment 
referred to the amount of subscriptions and also to the gift of 306 shares 
of the preferred stock of the late Accountancy Publishing Company trans- 
ferred by various members to the endowment fund. The total addition 
to the fund which these shares will constitute will be $7,650.00. 

The report also drew attention to the book entitled Duties of the 
Junior Accountant, by W. B. Reynolds and F. W. Thornton (the copyright 
of which was donated by the authors), which was published by the 
endowment fund. Already the proceeds from sales have exceeded the 
expense of production. The committee urged members to procure copies 
for the use of all members of their staffs. 

The committee also urged members who have not yet subscribed to 
the fund to do so without delay, as the activities of the institute will 
require strong financial support. 

The report of the war committee reviewed the work of the committee 
and specified some of the particular services which have been rendered 
to the government by the members of the institute. 

The meeting adjourned. 
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Income Tax Department 
Epitep sy JoHN B. Niven, C.P.A. 


Now that the tax returns are in and the task of auditing them and 
assessing the taxes is going forward, these words from the commissioner 
are timely: 

“It is the duty of every man who has paid his tax to codperate with 
us in locating the tax slacker. . . . If the taxpayer has reason to 
believe that any person known to him is a tax slacker, he should report 
his name to the collector of his district or to the commissioner of internal 
revenue. This kind of codperation constitutes real war service. It will 
make for the equalization of the tax burden.” 

This is only as it should be and the caution is, furthermore, coupled 
with a promise: 

“We shall meet taxpayers codperatively by being just as industrious to 
see that they are not overtaxed as to see that their full taxes are collected. 
In the interest of honest taxpayers we demand every dollar that is due 
the government, and promise to refund every dollar of overpayment.” 

These last words are welcome. Knowledge that refunds will be made 
voluntarily by the department would furnish the best kind of impetus 
towards the filing of full returns. 

As if to confirm the promise above quoted, among the decisions reported 
this month (T. D. 2688) is one under which collectors are authorized and 
furnished with funds to repay direct manifest overpayments, exceeding 
the tax returned by the taxpayer or assessed by the department, or 
duplicate payments made either before or after assessment. 

Several of the decisions published this month have to do with delays 
arising out of war conditions. Enemies and their allies are granted an 
extension of time until ninety days after the close of the war (T. D. 2673), 
but returns of information and withholding at the source are nevertheless 
still required from those responsible for the payment of their income from 
American sources, and their representatives or the custodians of their 
funds are required to file income tax returns for them until the alien 
property custodian takes possession of their property or money. 

On account of the impossibility of the taxpayer in foreign countries or 
in active service receiving notice of demand and paying his tax within 
ten days therefrom, the rules regarding the 5% penalty and interest have 
been relaxed somewhat (T. D. 2679). A date on which the tax shall be 
considered due is to be fixed by the collector issuing a notice, according 
to the time necessary for the mail to reach the taxpayer. Placing the 
returns in the mail within ten days from the receipt of the notice will, in 
such cases, be considered as compliance with the demands, and the penalty 
and interest will not be imposed. This provision is primarily for individ- 
uals, but is extended to corporations where distance from the collector’s 
office makes it applicable. 
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The personal exemption for married persons, which had been extended 
to include “heads of families,” has suffered a slight limitation by T. D. 
2692. Heads of families, to be known as such, must now have their 
dependents living with them. 

The question of when during a year a corporation’s income is earned is 
answered by T. D. 2678. The profits are considered as earned evenly 
throughout the year, and by this rule the key to determining whether a 
dividend is paid out of current or prior years’ profits is furnished. 

There is a caution contained in T. D. 2696 against undue and improper 
charges for compensation. The test of admissibility lies in whether 
the payment is really the price paid for service. Elements in determining 
its reality are whether the payment was pursuant to a fair bargain made in 
advance; whether it includes any extraneous elements like dividends or 
dissipation of corporate assets, and whether it is greater than the ordinary 
scale of payments for like service. The burden of proof is thrown on the 
taxpayer. 

Several decisions are published bearing directly on the excess profits 
tax (T. D. 2677, 2683 and 2689). In addition certain letters by the com- 
missioner, giving the views of the department, are of interest. Businesses 
which might otherwise be considered in the personal service class, and 
thus subject to the 8% tax, are not so classified when not carried on by 
the principal owners, instances given being those of a chain of barber 
shops and a series of photographic studios, both owned by corporations. 

Another letter approves of including as invested capital for the taxable 
year reserves set aside out of surplus or undivided profits of preceding 
years for the payment of federal income and excess profits taxes, because 
these taxes are not deductible in computing the incomes subject to the tax. 
In the case of consolidated returns by affiliated corporations, the taxable 
year, if the years of the corporations differ, must be that of the parent 
company. 

TREASURY DECISIONS 
(T. D. 2672, March 16, 1918) 
Income and war excess-profits taxes. 


. The provisions of T, D. 2581, dated November 10, 1917, shal! apply to 
returns by American citizens residing or traveling abroad, including persons 
in the military or naval establishments of the United States stationed or on 
y « «Aaa the limits of the states and the territories of Hawaii and 
Alaska. 

Any such person filing his return after April 1, 1918, but on or before 
October 1, 1918, embodying therein or attaching thereto a written statement 
showing that he comes within the classes designated by T. D. 2581 is 
relieved of the necessity of filing the supporting affidavit required by that 
decision. 

The above ruling also applies to war excess-profits tax returns. 


(T. D. 2673, March 18, 1918) 
Income tax. 


Extending time for filing returns of income by or for enemies and allies of 
enemies as defined in the Trading with the Enemy Act. 

An extension of time is hereby granted for such period as may be 

necessary, not exceeding ninety days after proclamation by the president 


374 








1 
; 
¢ 


Income Tax Department 


of the United States of the end of the war with Germany, for filing returns 
of income for 1917 and subsequent years under sections 6(c), 8(b)(c), 
and 13(b)(c) of the income tax act of September 8, 1916, as amended, 
and under the war income tax act of October 3, 1917, by or for enemies 
or allies of enemies, as defined by section 2 of the trading with the enemy 
act of October 6, 1917, not holding a license granted under the provisions 
of said act: provided, however, (1) That return of information shall be 
made in compliance with section 28 of the income tax act, and (2) that all 
persons required to withhold the normal tax pursuant to sections 9(b) 
and 13(e)(f) of the income tax act shall make due return and payment 
thereof for the period ending October 6, 1917, in respect of income paid 
over before such date to or for any such enemies or allies of enemies, 
and further (3) that, except for such payment, all persons who on October 
6, 1917, had, or since have had, or may hereafter have, control of any 
money or other property for any such enemy or ally of enemy, or who 
on October 6, 1917, were, or since have been, or may hereafter be, indebted 
to any such enemy or ally of enemy, (a) shall hold and deliver all said 
money and property in all respects subject to said trading with the enemy 
act and to the orders of the president of the United States and of the alien 
property custodian thereunder, and (b) shall in due course file returns of 
income in respect of all said money and property for such period as may 
elapse or have elapsed prior to the actual delivery of said money and 
property to said alien property custodian. 


(T. D. 2674, March 18, 1918) 
Income and excess-profits taxes. 
Amended instructions relative to the reporting of interest allowed on 
payments of income and excess-profits taxes. 

T. D. 2622 of December 26, 1917, is amended as follows: 

The amount of interest allowed on income and excess-profits taxes 
paid in advance should not be entered on the receipt form, but only on the 
face of the return. The date from which interest is allowed should also 
be entered on the return if different from the date of deposit of the 
remittance. The amount of interest allowed must be entered on the 
original notice of assessment when it is paid, and also on the taxpayer’s 
memorandum if sent in to be receipted. 

Interest allowed on advance payments should not be entered on the 
assessment list. Interest allowed on assessed taxes should be entered in 
the “remarks” column of the list. A schedule of interest allowances should 
be submitted for assessed taxes only. 


(T. D. 2677, March 23, 1918) 

Cases in which partnerships may file returns on basis of fiscal year. 

In any case where a partnership keeps its books upon the basis of a 
fiscal year ending on the last day of any month, other than December 31, 
and where as a result it is impracticable to make a satisfactory return for 
purposes of the excess-profits tax upon the basis of the calendar year, the 
collector of internal revenue may accept a return upon the basis of its 
fiscal year even though notice was not given within the time prescribed in 
T. D. 2632 (Par. 658), dated January 21, 1918. 

If in any case a partnership has already filed a return upon the 
basis of the calendar year the collector may accept an amended return 
upon the basis of its fiscal year. 

(T. D. 2678, March 23, 1918) 
Corporations may distribute earnings for an accounting period ratably over 
the period for the purpose of ascertaining earnings to date 
of dividend payment within such period. 

In view of the difficulty which many corporations are having in deter- 

mining whether earnings in 1917 up to the date of a dividend payment in 
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that year were sufficient to cover the dividend paid, it is held that in 
any case where there is doubt upon the point, corporations may distribute 
the earnings for the accounting period within which the dividend, or divi- 
dends, in question were paid, ratably over the period, for the purpose of 
determining the amount of the earnings during the period up to the date 
of =. This should be read in connection with instructions set forth 
in T. D. 2659, 


(T. D. 2679, March 23, 1918) 
Income tax payments—Five per cent. penalty and interest. 

By section 9(a) of the act of September 8, 1916, it is provided with 
respect to the income taxes of individuals, as follows: 

“and to any sum or sums due and unpaid after the fifteenth day 
of June in any year, and for ten days after notice and demand 
thereof, by the collector, there shall be added the sum of five per 
centum on the amount of tax unpaid, and interest at the rate of 
one per centum per month upon said tax from the time the same 
became due, except from the estates of insane, deceased, or 
insolvent persons.” 

By section 14(a) of said act it is provided with respect to the income 
taxes of corporations, joint-stock companies, associations and insurance 
companies, as follows: 

“and to any sum or sums due and unpaid after the fifteenth day 
of June in any year, or after one hundred and five days from the 
date on which the return of income is required to be made by 
the taxpayer, and after ten days’ notice and demand thereof by 
the collector, there shall be added the sum of five per centum on 
the amount of tax unpaid and interest at the rate of one per 
centum per month upon said tax from the time the same becomes 
ue. 

By section 212 (excess profits tax) of the act of October 3, 1917, it is 
provided with respect to excess profits taxes that 

“all provisions of title I of such act of September eighth, nineteen 
nanioed and sixteen, as amended by this act, relating to returns 
and payment of the tax herein imposed, including penalties, are 
hereby made applicable to the tax imposed by this title.” 

By reason of absence in foreign countries or on account of traveling 
abroad, or of absence from their homes or places of business in the 
military or other service of the country, and the consequent delay in 
receiving mail, it is impossible for many individuals to receive notice and 
demand on form 17 and make payment of the taxes assessed thereon so 
that such taxes can be received by the collector within the ten-day period 
following June fifteenth, or within the ten-day period following the 
service of notice. 

Your are requested therefore to enter on form 17, as the date on which 
such assessed tax becomes due and payable, as near as possible, a date 
ten days subsequent to the time that said notice should be received in the 
ordinary course of the mails by the taxpayer, and where it appears that 
the full amount of tax assessed was placed in the mails within the ten-day 
period after the receipt of form 1/7, or in case notice so sent is not 
delivered in due time by reason of delay in the mail and satisfactory 
evidence of that fact is furnished, the penalty and interest in such cases 
will not be collected. This ruling applies to excess profits taxes as well 
as to income taxes. 

Where the office of a corporation, joint-stock company, association or 
insurance company to which the collector addresses the notice and demand 
for income taxes or income and excess profits taxes is situated so far 
from the collector’s office that normal conditions render it impossible for 
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payment to reach the collector within ten days of the mailing of notice 
and demand, the procedure herein outlined with respect to individuals, 
will govern with respect to corporations, joint stock companies, associa- 
tions and insurance companies. 

Except as herein indicated the five per cent. penalty will be imposed 
where there is a failure of the tax payment to reach the collector within 
ten days of the day of mailing by the collector of the notice and demand. 


(T. D. 2680, March 23, 1918) 


Supplementary instructions relative to acceptance of certificates of 
indebtedness under section 1010 of the act of October 3, 1917. 

In accordance with the provisions of section 1010 of the act of October 
3, 1917, and the instructions contained in T. D. 2639, dated January 28, 1918. 
collectors are directed to receive United States certificates of indebtedness, 
dated March 15, 1918, maturing June 25, 1918, at par and accrued interest 
in payment of income and excess profits taxes when payable at or before 
the maturity of the certificates. 

Hereto attached is a schedule showing the exact amount of accrued 
interest payable on any day from March 18 to June 25, 1918. 


(T. D. 2680, March 15, 1918—Supplemental) 


Accrued interest upon United States certificates of indebtedness dated 
March 15, 1918. 


(4% FOR 365 DAYS) 





$500 $1000 $5000 $10000 $100000 $500 $1000 $5000 $10000 $100000 
Mar.$ $ $ $ $ | Apr.$ $ $ 
15 0.00 0.00 0.00 0.00 0.00 | 12 1.53 3.07 15.34 30.68 306.85 
166 «605. w11—Ssiw55—S 1.10 )0- 10.96 | 13 1.59 3.18 15.89 31.78 317.81 
17.11 .22 1.10 2.19 21.92 
18 .16§ .33 1.64 3.29 32.88 | 14 1.64 3.29 16.44 32.88 328.77 
19 .22 .44 2.19 4.38 43.84 115 1.70 3.40 16.99 33.97 339.73 
16 1.75 3.51 17.53 35.07 350.68 
20 .27 .55 2.74 5.48 54.79 | 17 1.81 3.62 18.08 36.16 361.64 
21 .33 .66 3.29 6.58 65.75 | 18 1.86 3.73 18.63 37.26 372.60 
22 .38 .77 3.84 7.67 76.71 
23 .44 «1.88 «4.38 «8.77 87.67 | 19 1.92 2.84 19.18 38.36 383.55 
24 .49 .99 4.93 9.86 98.63 | 20 1.97 3.95 19.73 39.45 394.52 
21 2.03 4.05 20.27 40.55 405.48 
25 .55 1.10 5.48 10.96 109.59 | 22 2.08 4.16 20.82 41.64 416.44 
26 .60 1.21 6.03 12.05 120.55 | 23 2.14 4.27 21.37 42.74 427.40 
27. .66 1.32 6.58 13.15 131.51 
28 .71 1.42 7.12 14.25 142.47 | 24 2.19 4.38 21.92 43.84 438.36 
29. .77 «1.53 7.76 15.34 153.42 | 25 2.25 4.49 22.47 44.93 449.32 
30 .82 1.64 8.22 16.44 164.38 | 26 2.30 4.60 23.01 46.03 460.27 
31 .88 1.75 8.77 17.53 175.34 | 27 2.36 4.71 23.56 47.12 471.23 
Apr. 
1 .93 1.86 9.32 18.63 186.30 | 28 2.41 4.82 24.11 48.22 482.19 
2 .99 1.97 9.86 19.73 197.26 | 29 2.47 4.93 24.66 49.32 493.15 
3 1.04 2.08 10.41 20.82 208.22 | 30 2.52 5.04 25.21 50.41 504.11 
41.10 2.19 10.96 21.92 219.18 | May 
5 1.15 2.30 11.51 23.01 230.14 | 1 2.58 5.15 25.75 51.51 515.07 
6 1.21 2.41 12.05 24.11 241.10 | 2 2.63 5.26 26.30 52.60 526.03 
7 1.26 2.52 12.60 25.21 252.05 3 2.68 5.37 26.85 53.70 536.99 
8 1.32 2.63 13.15 26.30 263.01 4 2.74 5.48 27.40 54.79 547.95 
5 2.79 5.59 27.95 55.89 558.90 
9 1.37 2.74 13.70 27.40 273.97 
10 1.42 2.85 14.25 28.49 284.93 | 62.85 5.70 28.49 56.99 569.86 
11 1.48 2.96 14.79 29.59 295.89 72.90 5.81 29.04 58.08 580.82 
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(T. D. 2680, March 15, 1918—Supplemental )—continued 
Accrued interest upon United States certificates of indebtedness dated 
March 15, 1918 
(4% FOR 365 DAYS) 


$500 $1000 5000 $10000 $100000 $500 $1000 5000 $10000 $100000 
May$ $ $ $ $ |June$ $ $ $ $ 
82.96 5.92 29.59 59.18 591.78) 14.27 8.55 42.74 85.48 854.79 
93.01 6.03 30.14 60.27 602.74 24.33 8.66 43.29 86.58 865.75 
10 3.07 6.14 30.68 61.37 613.70) 34.38 8.77 43.84 87.67 876.71 
113.12 6.25 31.23 62.47 624.66) 44.44 8.88 44.38 88.77 887.67 
123.18 6.36 31.78 63.56 635.62} 54.49 8.99 44.93 98.86 989.63 
13 3.23 6.47 32.33 64.66 646.58! 64.55 9.10 45.48 90.96 909.59 
143.29 6.58 32.88 65.75 657.53) 74.60 9.21 46.03 92.05 920.55 
15 3.34 6.68 33.42 66.85 668.49] 84.66 9.32 46.58 93.15 931.51 
16 3.40 6.79 33.97 67.95 679.45] 94.71 9.42 47.12 94.25 942.47 
17 3.45 6.90 34.52 69.04 690.41 
104.77 9.53 47.67 95.34 953.42 
18 3.51 7.01 35.07 70.14 701.37) 114.82 9.64 48.22 96.44 964.38 
19 3.56 7.12 35.62 71.23 712.33)}12 4.88 9.75 48.77 97.53 975.34 
20 3.62 7.23 36.16 72.33 723.29) 13 4.93 9.86 49.32 98.63 986.30 
21 3.67 7.34 36.71 73.42 734.25)144.99 9.97 49.86 99.73 997.26 
223.73 7.45 37.26 74.52 745.21) 15 5.04 10.08 50.41 100.82 1,008.22 
233.78 7.56 37.81 75.62 756.16) 165.10 10.19 50.96 101.92 1,019.18 
24 3.84 7.67 38.36 76.71 767.12|/17 5.15 10.30 51.51 103.01 1,030.14 
25 3.89 7.78 38.90 77.81 778.08) 18 5.21 10.41 52.05 104.11 1,041.10 
26 3.95 7.89 39.45 78.90 789.04)195.26 10.52 52.60 105.21 1,052.05 
27 4.00 8.00 40.00 80.00 800.00) 20 5.32 10.63 53.15 106.30 1,063.01 
28 4.05 8.11 40.55 81.10 810.96) 21 5.37 10.74 53.70 107.40 1,073.97 
294.11 8.22 41.10 82.19 821.92) 225.42 10.85 54.25 108.49 1,084.93 
30 4.16 8.33 41.64 83.29 832.88) 23 5.48 10.96 54.79 109.59 1,095.89 
314.22 8.44 42.19 84.38 843.84) 245.53 11.07 55.34 110.68 1,106.85 
25 5.59 11.18 55.89 111.78 1,117.81 





(T. D. 2683, March 26, 1918) 
Excess-profits tax. 
Application of articles 18, 23, and 24 of Regulations No. 41. 

1. Article 18 of regulations No. 41 (which provides for a constructive 
capital for the purpose of applying the graduated rates prescribed by 
section 201 of the act of October 3, 1917, in cases in which the deduction 
is determined under section 210) applies only to cases in which the 
secretary of the treasury is unable satisfactorily to determine the invested 
capital for the taxable year (including cases arising under article 52 of 
regulations No. 41). 

If the deduction is so determined only upon the ground that the 
secretary of the treasury is unable satisfactorily to determine the amount 
of invested capital for the pre-war period, but the invested capital for the 
taxable year can be satisfactorily determined, the graduated rates prescribed 
by section 201 will be applied upon the basis of such actual invested capital 
for the taxable year and not upon a basis of a constructive capital. 

2. If neither the income nor the invested capital for the pre-war period 
can be satisfactorily determined by the secretary of the treasury, the 
deduction will be computed under section 205 (article 23 of regulations 
No. 41) if the invested capital for the taxable year can be satisfactorily 
determined, but if such invested capital for the taxable year can not be 
satisfactorily determined, the deduction will be computed as provided by 
section 210 (article 24 of regulations No. 41). 
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(T. D. 2687, April 1, 1918) 
Income tax. 


Providing for the transmittal of ownership certificates in which exemption 
ts claimed by means of information return (Form 1096). 

Where a debtor corporation or its duly authorized withholding agent 
has made no payments of interest to nonresident alien individuals or 
foreign corporations having no office or place of business in the United 
States or has withheld no tax from citizens or residents of the United 
States, whether or not the bonds upon which such interest accrued contain 
a tax-free covenant clause, the exemption certificates filed in connection 
with such interest payments shall not hereafter be forwarded to collectors 
of internal revenue, accompanied by a return on form 1012, revised, but 
shall be transmitted direct to the commissioner of internal revenue 
(sorting division), Washington, D. C., accompanied by a return on form 
1096. When used in this connection, form 1096 shall be filed monthly, and 
in such cases this office will not require that the return be sworn to. The 
number of exemption certificates thus transmitted and the total amount of 
interest paid shall be entered on line 1 of the return. 

In all cases, however, where a debtor corporation or its duly authorized 
withholding agent has withheld the tax and is therefore required to render 
a return on form 1012, revised, all certificates received shall be accounted 
for on such monthly return, as directed by the instructions thereon. 

All instructions issued by this office in conflict herewith are hereby 
superseded and repealed. 

(T. D. 2688, April 1, 1918) 
Refunds of taxes. 
Procedure under which collectors are authorized to refund excessive 
payments of internal revenue tax. 


Beginning April 1, 1918, there will be advanced to each collector of 
internal revenue, at the beginning of each quarter of the fiscal year, out 
of the appropriation for the refundment of internal revenue taxes, a sum 
estimated to be sufficient for the repayment to taxpayers of certain 
excessive collections, as follows: 

ia} Collections exceeding the tax shown by the return of the taxpayer 
to be due. 

(2) Collections exceeding the amount of tax shown by the assessment 
list to be due. 

(3) Duplicate payments where (a) both are made in advance of assess- 
ment; (b) both are made after assessment; (c) one is made before and 
one after assessment. 

(1) PROCEDURE WHERE A COLLECTION HAS EXCEEDED THE TAX SHOWN IN THE 
TAXPAYER'S RETURN AS DUE. 

The collector will enter on the assessment list the full amount paid, and 
in the “remarks” column of the list will note the amount of the excess. 

The complete data regarding the excessive collection is then to be 
entered on the schedule of claims for authority to refund (form 751). 
bara smell “due,” and “refundable excess” columns on the form will be 
totaled, 

Form 751 is to be made in triplicate, one copy to be retained by the 
collector and two to be forwarded securely attached to the proper assess- 
ment list. A single form 751 can not be used for items on lists of the 
separate classes. 

In the proving division of the bureau the amount shown on form 751 
as due will be checked against the taxpayer’s return and the amount shown 
_ oy! ce list as paid will be checked against the similar item on 

orm 

The original form 751 will remain attached to the assessment list and 
will form an integral part thereof, so that the commissioner’s signature 
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of approval of the assessment list will be, to the collector, sufficient 
evidence of the commissioner’s approval of the claim. To effectuate this, 
there should be typewritten on the first page of form 1110, below the line 
reading, “Total chargeable to collector,” the words, “Amount refundable 
on Form 751.” 

Upon receipt of the returned claim thus determined as approved by 
the commissioner, the collector will immediately make refund to the 
taxpayer, clearly designating upon the draft the nature of the refund, as, 
for instance, “Refund under claim on Form 751, March list, 1918.” The 
list to be designated is the list on which the claim was approved, rather 
than the list on which the assessment or over-payment was reported. 


(2) PROCEDURE WHERE A COLLECTION HAS EXCEEDED THE TAX. 


The procedure will be identical with that outlined under subheading 
(1), above, except that in the “remarks” column on the assessment list the 
exact amount paid is to be noted. 


(3) PROCEDURE WHERE A TAX HAS BEEN PAID WHOLLY OR IN PART IN 
DUPLICATE. 

(a) Where both payments are in advance, there shall be entered on 
form 751 a notation showing both lines of the advance payment list or lists 
on which payments appear. If the amounts of the two payments differ, 
the collector shall claim authority for refund of the lesser payment. 

(b) Where the assessment has been made, entries will be made on the 
assessment list to show both dates of payment. 

A similar notation should be made under the item claimed on form 
751 as refundable. 

The total amount collected is to be reported on forms 325 and 51 B. 

(c) Where one payment has been made before and one after the entry 
of assessment, notations will be made on form 751, showing the line of 
the list on which the advance payment was reported and the line on which 
the assessment was entered. 

Except as indicated, the balance of procedure under subheading (3) 
will correspond to the procedure fully outlined under subheading (1). 


(T. D. 2689, April 1, 1918) 
Excess-profits tax. 


Computation of excess-profits tax for a period of less than a full year 
(supplementing Article 20 of Regulations No. 41)—Filing of 
excess-profits tax return for such a _ period (supple- 
menting Articles 10, 11,and 12 of Regulations No, 41). 


(1) If a taxpayer who is engaged in a trade or business the net income 
from which is subject to taxation at the graduated rates imposed by 
section 201 of the act of October 3, 1917, makes a return for a period of 
less than 12 months, article 43 of regulations No. 41 provides that the 
average invested capital shall be determined by monthly average 
based upon the number of months in the period, and article 20 pro- 
vides that the deduction will be an amount which bears the same ratio 
to the deduction allowable for a full year as the number of months in 
such period bears to 12 months. In applying the rates of tax, however, the 
invested capital used will be an amount which bears the same ratio to such 
full average invested capital as the number of months in the period for 
which the return is made bears to 12 months. 

Illustration—A corporation making its return on a calendar-year basis 
started business August 16, 1917, with a capital of $100,000, which remained 
wena for the balance of the year 1917. Its net income for that period 
was $8,000. 

The deduction computed under the provisions of articles 20 and 21 
would, as this corporation was not in existence during the whole of at 
least one calendar year during the pre-war period, be 8 per cent. of the 
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invested capital, or $8,000, plus $3,000, a total of $11,000. But inasmuch 
as the return is being made only for a period of 4% months, the deduction 
would be reduced to an amount which bears the same ratio to $11,000 as 4% 
months bears to a full year of 12 months, or, in other words, the deduction 
would be reduced to $4,125. 

For the purpose of applying the rates of taxation the invested capital of 
$100,000 would likewise be reduced to an amount which bears the same 
ratio to the full invested capital as the number of months in the period 
for which the return is made bears to 12 months or, in other words, 
would be reduced to $37,500. 

The amount of the net income taxable at each rate would be as follows: 
In excess of the deduction and not in excess of 15 per cent. of 


Gee ential Cemte, FP WE GOED ccc cccnssccccccescccevesacss $1,500.00 
In excess of 15 per cent. of the capital and not in excess of 20 
per cent. thereof (rate, 25 per cent.) ......ccccscsccccccece 1,875.00 
In excess of 20 per cent. of the capital and not in excess of 
25 per cent. thereof (rate, 35 per cent.) .......cccccccccseces 500.00 
The tax would then be computed as follows: 
rey | | eR REE RCR ree eee rer $300.00 
eS SO a Pee 468.75 
BP OE GE, GE te hkatnnsscactcasacdesccegensesesecsianeen 175.00 
NE BONE nike ein ccncncatncdctsdanesenusbbensenes $943.75 


The same result would be reached by computing both the deduction 
and the tax on the basis of an invested capital averaged over 12 months 
(that is, by dividing the sum of the average capital for each month by 
12 instead of by 4%, the number of months in the period), and by reducing 
the specific deduction to an amount which bears the same ratio to $3,000 
as the number of months in the period bears to 12 months. Thus, in this 
case, the invested capital upon this basis would be $37,500, 8 per cent. of 
which would be $3,000, to which would be added four and one-half twelfths 
of the $3,000 specific deduction, making a total deduction of $4,125, the 
same result as reached by the method used in the illustration. 

(2) Ifa taxpayer who is engaged in a trade or business the net income 
from which is subject to taxation at the rate of 8 per cent. imposed by 
section 209 of the act of October 3, 1917, makes a return for a period of 
less than 12 months, the deduction of $3,000 or $6,000 allowed under that 
section will be reduced to an amount which bears the same ratio to 
such a deduction as the number of months in the period bears to 12 
months. 

Illustration ——A corporation engaged in the business of real estate 
agents taxable under section 209 of the excess-profits tax law has, up to 
and including the year 1916, made its income-tax returns upon a calendar- 
year basis. It has since given notice, however, in accordance with the 
provisions of the income-tax regulations (art. 211) and changed tc the 
basis of a fiscal year ending April 30. As a result, its first excess-profits 
Haas would be made for a period of four months ending April 30, 

Its net income for such period was $25,000. In computing the excess- 
profits tax upon this amount, however, the deduction of $3,000 which 
would be allowed to it for a full year would be reduced to an amount 
which bears the same ratio to $3,000 as the number of months for which 
heyyy is made bears to 12 months; in other words, it would be reduced 
to J 4 

The excess-profits tax in this case would be 8 per cent. on the amount 
of ott spon in excess of $1,000; in other words, 8 per cent. of $24,000, 
or $1,920. 

(3) The above rulings apply only in the case of a taxpayer who (be- 
cause of having just established a fiscal year or of having just organized or 
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engaged in business or for other like reasons) is entitled to make a return 
for a period of less than a full year, and are not to be construed as au- 
thorizing a corporation or partnership which has already established a 
fiscal year ending in 1917 but part of which falls within 1916 to compute its 
tax in any other manner than as prescribed in article 19 of regulations 41. 

A domestic corporation or partnership or a citizen or resident of 
the United States, entitled to make a return for a period of less than a 
full year, will be required to make such return if the net income for such 
period is at the rate of $3,000 per year or more in the case of a corpora- 
tion or of $6,000 per year or more in the case of a partnership or indi- 
vidual. 

(T. D. 2691, April 8, 1918.) 
Estate tax. 

Returns on Form 706 for the estates of nonresident decedents to be 

forwarded direct to the commissioner of internal revenue 

for transmittal to the collector. 

Hereafter returns on form 706 for the estates of nonresident decedents 
shall be forwarded (in duplicate) by the executor direct to the com- 
missioner of internal revenue, treasury department, Washington, D. C., 
who will, after reviewing the returns, transmit them to the proper collector. 
The date on which the return is received by the commissioner of internal 
revenue will be considered the date of original filing with the collector 
for the purpose of determining whether the return is filed within the 
period prescribed by law. 

(T. D. 2692, April 8, 1918.) 


Income tax. 
Heads of families and married men with wives living with them include 
only persons whose families or wives actually reside with them. 


Section 7 of the income-tax act of September 8, 1916, as amended by 
the act of October 3, 1917, provides that for the purpose of the normal tax 
only there shall be allowed as an exemption in the nature of a deduction 
from the amount of the net income of each citizen or resident of the 
United States the sum of $3,000, plus $1,000 additional if the person 
making the return be a head of a family or a married man or woman with 
a wife or husband living with him or her, except that only one deduc- 
tion of $4,000 shall be made from the aggregate income of both husband 
and wife when living together, and plus $200 additional if the person 
making the return be the head of a family for each child dependent upon 
such person if under 18 years of age or if incapable of self-support be- 
cause mentally or physically defective. Section 3 of the war income-tax 
act of October 3, 1917, provides that in the case of the tax imposed by 
the later act the exemptions of $3,000 and $4,000 provided in section 7 of 
the former act shall be respectively $1,000 and $2, 

Paragraph 153 of the income-tax regulations ‘provides: 

A head of a family is a person who actually supports and maintains one 
or more individuals who are closely connected with him by blood relation- 
ship, relationship by marriage, or by adoption, and whose right to exercise 
family control and provide for these dependent individuals is based upon 
some moral or legal obligation. 

Applying only to citizens and residents of the United States, there is 
accordingly an individual exemption of $3,000, except that if husband and 
wife live together a joint exemption of $4,000 under the earlier act and 
2.000 under the later act is substituted for the several exemption of 
$3,000 each under the earlier act and $1,000 each under the later act, and 
that if the taxpayer be a head of a family consisting of a person or 
persons other than a wife or husband alone, his exemption is $4,000 under 
> aed act and $2,000 under the later act, plus $200 for each dependent 
child. 
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In the case of a married man or married woman the joint exemption 
replaces the individual exemptions only if his wife lives with him or her 
husband lives with her. In the absence of continuous actual residence 
together, whether or not a man or woman has a wife or husband living 
with him or her within the meaning of the statute must depend on the 
character of the separation. If merely occasionally and temporarily a 
wife is away on a visit or a husband is away on business, the joint home 
being maintained, the additional exemption applies. The unavoidable 
absence of a wife or husband at a sanatorium or asylum on account of 
illness does not preclude claiming the exemption. If, however, the hus- 
band voluntarily and continuously makes his home at one place and the 
wife hers at another, they are not living together for the purpose of the 
statute, irrespective of their personal relations. 

A head of a family is a person who actually supports and maintains 
one or more of the individuals described in paragraph 153 of the regula- 
tions in one household. In the absence of continuous actual residence 
together, whether or not a person with dependents is a head of a family 
within the meaning of the statute must depend on the character of the 
separation. If a child or other dependent is away only temporarily at 
school or on a visit, the common home being still maintained, the ad- 
ditional exemption applies. If, however, the dependent continuously makes 
his home elsewhere, his benefactor is not the head of a family, irrespective 
of the question of support. 

Resident aliens claiming exemption because of families or wives 
residing abroad are not heads of families or married men or women with 
wives or husbands living with them within the meaning of the statute, and 
they are in no case entitled to more than their individual exemptions of 
$3,000 under the earlier act and $1,000 under the later act. 


(T. D. 2693, April 8, 1918.) 
Income tax. 
Proof necessary to be filed by certain organizations to establish the fact 
that they are exempt from filing income-tax returns 
or paying an income tax. 


The exemption from filing returns and paying income tax of corpora- 
tions or associations organized and operated exclusively for religious, 
charitable, scientific, or educational purposes, business leagues, chambers 
of commerce, boards of trade, civic leagues, cemetery companies, and 
pleasure and recreation clubs under the act of September 8, 1916, as 
amended by the act of October 3, 1917, is conditional. 

In order to establish exemption and thus be relieved of the duty of 
filing returns and paying income tax, it is necessary that such organizations 
as are specified hereinbefore file an affidavit with the collector of internal 
revenue of the district in which they are located, which will show the 
character of the organization, the purpose for which organized, the source 
of income and disposition of the same, and whether or not any of its 
income is credited to surplus or inures or may inure to the benefit of 
any private stockholder or individual. To such affidavit should be attached 
a copy of the charter or articles of incorporation and by-laws of the 
organization. 

Upon receipt of the affidavit accompanied by the copies of the charter 
or articles of incorporation and copy of the by-laws by the collector, he 
will advise the organization whether or not it is exempt. If, however, 
the collector is in doubt as to the taxable status of the organization he 
will refer the affidavit and accompanying papers to the commissioner of 
internal revenue for decision. 

If it is held that the corporation itself is exempt from the income and 
excess profits taxes, it is not, however, exempt from the withholding re- 
quirements nor from furnishing information in accordance with the pro- 
visions of the act of October 3, 1917. 
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Eprtep sy Seymour Watton, C.P.A. 
(Asststep sy H. A. Finney, C.P.A.) 
CONSOLIDATED STATEMENTS 


II 
Summary.—The preparation of the preceding consolidated balance- 
sheets involved: 


a. Consolidation of similar assets and liabilities; 
b. Elimination of inter-company current accounts; 
c. Elimination of inter-company stock holdings by dropping from 
Investment account, and 
Subsidiary capital stock and surplus accounts 
the book value of stock at date of acquisition (represented by par 
of stock and portion of surplus purchased; any excess of cost of 
stock over book value being added to goodwill; any excess of book ) 
values over cost being deducted from goodwill (or, if no goodwill, 
credited to surplus of consolidation) ; 


d. Calculation of minority interest in subsidiary, which includes 
Percentage of stock owned, 
Percentage of surplus of subsidiary at date of balance-sheet; 


e. Calculation of holding company’s portion of subsidiary’s surplus; 





thus, 
Total surplus of subsidiary $ ) 
Deduct: 

Surplus included in purchase price $ 

Minority interest in surplus $ $ 
Holding company’s portion = 


Illustrative cases—As a means of further illustration of the procedure 
outlined in the preceding summary, let us consider a number of cases. 
(Balance-sheets will not be given as they are unnecessary to the explana- 


tion.) 
A. A subsidiary, S, had 
Capital stock 100,000 
Surplus 10,000 


and the holding company, H, acquired an 80 per cent. interest for $90,000. 


One year later the accounts showed: 
Company Company 


H S 
Capital stock 500,000 100,000 
Surplus 75,000 15,000 
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CoNSOLIDATED WoRKING PAPERS 


Inter-co. Consol. 


Company Company elim- _balance- 
Assets H S inations sheet 
Investment in S—cost 90,000 
800 shares—par 80,000 
Surplus at date of acquisition 
(80% ) 8,000 
Goodwill 2,000 G 
Liabilities 
Capital stock 
Co. H 500,000 500,000 
Co. S 100,000 80,000 20,000 M 
Surplus 
Co. H 75,000 75,000 S 
Co. S 15,000 
Acquired in stock purchase 8,000 
Minority (20% of $15,000) 3,000 M 
Consolidation 
(80% of $5000 earned) 4,000 S 


The surplus in the consolidated balance-sheet would be 


(75,000 + 4,000) $79,000 


B. Assuming the same purchase as in A (book value $88,000; purchase 
price $90,000), the accounts at the close of one year’s operations show: 


Company Company 


H S 
Capital stock 500,000 100,000 
Surplus 75,000 7,000 


The surplus of company S has decreased, indicating a loss of $3,000. 
The working papers follow: 


CoNSOLIDATED WoRKING PAPERS 


Inter-co. Consol. 


Company Company elim- __ balance- 
Assets H Ss inations sheet 
Investment in stock of S—cost 90,000 
800 shares—par 80,000 
Surplus at date of acquisition 8,000 
Goodwill 2,000 G 


385 








The Journal of Accountancy ‘ 


Liabilities 
Capital stock 
Co. H 500,000 500,000 
Co. S 100,000 80,000 20,000 M 
Surplus 
Co. H 75,000 75,000 S ) 
Co. S 7,000 
Acquired in stock purchase 8,000 
Minority (20% of $7,000) 1,400 M 
Consolidation 
(80% of $3,000 loss) *2,400 S 
(*Deduction) 


Although the year’s operations result in a loss, there still remains a 
surplus on the books of S, the minority being entitled to 20% thereof. | 
But 80% of the year’s loss must be charged against the profits of H, with 
the result that the surplus in the consolidated balance-sheet is 


($75,000 — $2,400) $72,600. 


C. Assuming the same stock purchase as above, let us further assume 
that the year’s operations of the subsidiary resulted in a loss of $15,000, ) 
causing a deficit of $5,000. The accounts show: 
Company Company 


H S 
Capital stock 500,000 100,000 
Surplus 75,000 *5,000 


(*Deduction) 


CONSOLIDATED WoRKING PAPERS 
Inter-co. Consol. ; 


Company Company elim- _ balance- 
Assets H Ss inations sheet 
Investment in stock of company S— 
cost 90,000 
800 shares—par 80,000 
Surplus at date of acquisition 8,000 
Goodwill 2,000 G } 
Liabilities 
Capital stock 
Co. H 500,000 500,000 : 
Co. S 100,000 80,000 20,000 M 
Surplus 
Co. H 75,000 75,000 S 
Co. S *5,000 } 
Acquired in stock purchase 8,000 
Minority (20% of $5,000 deficit) *1,000 
Consolidation (80% of $15,000 lost) *12,000 S 
(*Deduction) 
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While some accountants contend that the minority interest should not 
be reduced by its proportion of the deficit of the subsidiary, it seems 


that an exact statement would necessitate showing the minority interest 
above as 


20% of capital stock $20,000 
Less 20% of deficit 1,000 
Minority interest 19,000 


which is 20% of the net worth of the subsidiary company. The surplus 
in the consolidated balance-sheet would be ($75,000 — $12,000) $63,000. 

D. Assuming that the holding company acquired for $85,000 stock 
having a book value of $88,000, the working papers in each of the three 
cases above would show on the asset side: 


Inter-co. Consol. 


Company Company elim- __ balance- 
Assets H S inations sheet 
Investment in S company stock— 
cost 85,000 
800 shares—par 80,000 
Surplus at acquisition 8,000 
Deduction from goodwill *3,000 G 
(*Deduction) 


If no goodwill existed on the books of the affiliated companies, the 
$3,000 would be added to the liabilities of the consolidation as contingent 
reserve. 


E. Let us now assume that the subsidiary’s books showed a deficit at 
the date of acquisition, as follows: 


Capital stock 100,000 
Deficit 10,000 


Net worth 90,000 


The holding company acquired an 80% interest for $75,000. The good- 
will would be computed thus: 


Purchase price 75,000 
Book value 

80% of capital stock 80,000 

Less 80% deficit 8,000 72,000 





Goodwill 3,000 
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At the end of one year’s operations, the accounts showed: 


Company Company 


H S 
Capital stock 500,000 100,000 
Surplus 75,000 10,000 ) 


CONSOLIDATED WoRKING PAPERS 


Inter-co. Consol. 


Company Company _ elim- balance- 
Assets H S inations sheet 
Investment in stock of S—cost 75,000 ' 
800 shares—par 80,000 
Deficit at acquisition—80% of 10,000 *8,000 
Goodwill 3,000 G 
(*Deduction) 
Liabilities ' 
Capital stock 
Co. H 500,000 500,000 
Co. S - 100,000 80,000 20,000 M 
Surplus 
Co. H 75,000 75,000 S 
Co. S 10,000 , 
80% of deficit at acquisition *8,000 
Minority—20% of surplus 2,000 M 
Consolidation—80% of $20,000 ; 
Profit 16,000 S 
(*Deduction) 


F. Assuming the same book value at acquisition and the same purchase 
price as in E, let us alter the conditions by assuming that the subsidiary 
made a profit of only $6,000, thus reducing the deficit to $4,000, 


Condition at end of year: 
Company Company 


H S 
Capital stock 500,000 100,000 
Surplus 75,000 *4,000 


(*Deduction) 


The asset side of the working papers and the capital stock items on 
the liability side would be as in E. The treatment of surplus and deficit 


items would be: 
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Inter-co. Consol. 


Company Company elim- balance- 
H S inations _ sheet 
‘ Surplus 
Co. H 75,000 75,000 S 
Co. S *4,000 
80% of deficit at acquisition *8 000 
Minority—20% of deficit *800 M 
Consolidation 80% of $6,000 profit 4,800 S 
The minority interest would be 
} Capital stock 20,000 
Less 20% deficit 800 
19,200 
The surplus in the consolidated balance-sheet would be 
Surplus of H 75,000 


Add 80% of S profit for year 4,800 
79,800 
(*Deduction) 


G. Again assuming the same book value at acquisition and the same 
purchase price, let us assume a $5,000 loss by the subsidiary during the 
year, increasing its deficit to $15,000. Assets and capital stock would be 
unchanged in the working papers. The surplus would be treated thus: 


Inter-co. Consol. 


Company Company _ elim- balance- 
H S inations _ sheet 
Surplus 

Co. H 75,000 75,000 S 
Co. S *15,000 

80% of deficit at acquisition *8,000 

Minority—20% of deficit *3,000 M 

Consolidation—80% of $5,000 loss *4,000 S 


(*Deduction) 


Sussip1ary ALso a Hotpinc ComMPANY 


We shall next consider the method of preparing a consolidated balance- 
sheet when one company has acquired a controlling interest in a sub- 
sidiary which is itself a holding company, owning stock of another sub- 
sidiary. Assume the following balance-sheets : 
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Company A 


Balance-sheet—December 31,1917 


Plant 300,000 Accounts payable 
Investment in B company Capital stock 
stock 200,000 Surplus 

Inventories 40,000 
Accounts receivable 50,000 
Due from company B 20,000 
Cash 10,000 

620,000 

Company B 


Balance-sheet—December 31, 1917 





Plant 50,000 Accounts payable 
Investment in C company Due to company A 

stock 125,000 Capital stock 
Goodwill 40,000 Surplus 
Inventories 30,000 
Accounts receivable 30,000 
Due from company C 15,000 
Cash 5,000 

295,000 
Company C 

Plant 80,000 Accounts payable 
Goodwill 20,000 Due to company B 
Inventories 20,000 Capital stock 
Accounts receivable 10,000 Surplus 
Cash 5,000 


135,000 


25,000 


95,000 





620,000 


20,000 
20,000 
150,000 
105,000 





295,000 


5,000 
15,000 
100,000 
15,000 


135,000 


Company A owns 90% of the stock of B, which it purchased January 


1, 1917, for $200,000, the surplus of B at that date being $50,000. 


Company B owns 95% of the stock of company C, which it purchased 
January 1, 1916, for $125,000, the surplus of C at that date being $40,000. 


The book value of B stock at date of acquisition by A was, therefore, 
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Total 90% 

Capital stock 150,000 135,000 

Surplus 50,000 45,000 

Book value of stock acquired 180,000 

' Goodwill 20,000 
Purchase price 


| 8 
3 





The book value of C stock at date of acquisition by B, was 








Total 90% 

Capital stock 100,000 95,000 
Surplus 40,000 38,000 P 

| Book value of stock acquired 133,000 

Purchase price 125,000 

Deduction from goodwill 8,000 








} CoNSOLIDATED WorKING Papers—DeEceMBER 31, 1917 
Inter-co. Consol. 


Company Company Company elim- __ balance- 
Assets A B C inations sheet 
Plant 300,000 50,000 80,000 430,000 
Investment in B company stock 
| Cost 200,000 
| 1,350 shares—par 135,000 
Surplus at acquisition— 
‘0 45,000 
f Goodwill 20,000 G 
| Inventories 40,000 30,000 — 20,000 90,000 
Accounts receivable 50,000 30,000 10,000 90,000 
Due from company B_ 20,000 20,000 
Cash 10,000 5,000 5,000 20,000 
Investment in C company stock— 
cost 125,000 
950 shares, par 95,000 
Surplus at acquisition 
95% 38,000 
Deduction from goodwill *8,000 G 
Goodwill 40,000 20,000 60,000 G 
Due from company C 15,000 15,000 





620,000 295,000 135,000 348,000 702,000 








| (*Deduction) 
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Liabilities 
Accounts payable 25,000 20,000 5,000 50,000 
Due to company A 20,000 20,000 
Due to company B 15,000 15,000 
Capital stock f 
Co. A 500,000 500,000 
Co. B 150,000 135,000 15,000 M 
Co. C 100,000 95,000 5,000 M f 
Surplus 
Co. A 95,000 95,000 S 
Co. B 105,000 
Surplus purchased | 
by A 45,000 
Minority—10% 10,500 M 
Consolidation 
(90% of $55,000 profit ' 
in year) 49,500 S 
Co. C 15,000 
Surplus purchased ; 
by B 38,000 
Minority—5% 750 M 
Consolidation 
(95% of $25,000 loss 
in two years) *23,750 S 





620,000 295,000 135,000 348,000 702,000 








CoMPANY A AND SUBSIDIARIES 


CONSOLIDATED BALANCE-SHEET—DECEMBER 31, 1917 











Assets Liabilities 
Plant 430,000 Accounts receivable 50,000 
Goodwill 72,000 Minority interest 
Inventories 90,000 B 25,500 
Accounts receivable 90,000 Cc 5,750 31,250 
Cash 20,000 
Capital stock 500,000 
Surplus 120,750 
702,000 702,000 
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The goodwill appearing in the consolidated balance-sheet is computed 
as follows: 


On books of B 40,000 
On books of C 20,000 
Excess of purchase price over book value of 
B stock acquired by A 20,000 
80,000 
Deduct excess of book value over purchase price 
of C stock acquired by B 8,000 
Net 72,000 


ADJUSTMENTS —= = 
It must be borne in mind that any inter-company relations indicated 
by the accounts or the balance-sheet of one company must be reciprocally 
indicated by the records of the other related company. When one com- 
pany has not taken up certain inter-company items shown by the other 
company, it is necessary to take these items into reconciliation before a 
consolidated balance-sheet can be prepared. The following illustration 


is suggestive: Company H 
BALANCE-SHEET—DECEMBER 31, 1917 

Plant 100,000 Accounts payable 20,000 
Inventories 50,000 Capital stock 200,000 
Accounts receivable 25,000 Surplus 60,000 
Cash 10,000 
Investment in company S 40,000 
Company S 

Current account 25,000 
Bonds of company S— 

par 30,000 

280,000 280,000 


Company H holds 80% of the stock of S, which it purchased at par, 
company S having no surplus at the date of acquisition. 


Company S 
BALANCE-SHEET—DECEMBER 31, 1917 

Plant 75,000 Accounts payable 10,000 
Inventories 35,000 Bond interest accrued 1,500 
Accounts receivable 20,000 Dividends payable 3,000 

Cash 5,000 Company H 
current account 15,000 
6% bonds payable 50,000 
Capital stock 50,000 
Surplus 5,500 
135,000 135,000 
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The following adjustments are necessary: 

H’s current account with S shows a debit balance of $25,000, while the 
books of S show only $15,000 due to H. The difference represents mer- 
chandise in transit from H to S. S should make entry debiting merchan- 
dise in transit and crediting company H. 

Company S has declared dividends of $3,000, of which 80% are payable 
to H, and hence constitute an inter-company relation. H should debit 
dividends receivable and credit surplus $2,400. 

Company S shows bond interest accrued of $1,500, of which 60% is 
payable to H, and this $900 is an inter-company relation to be taken up on 
the books of H by debiting interest receivable and crediting surplus. 

All the above adjustments may be indicated on the working papers by 
including a debit and credit adjustment column. 


CONSOLIDATED WoRKING PAPERS 








Inter-co. Consol. 
Company Company Adjustments elim- balance- 
Assets H S Dr. Cr. inations sheet 
Plant 100,000 75,000 175,000 
Inventories 50,000 35,000 85,000 
Accounts 
receivable 25,000 20,000 ; 45,000 
Cash 10,000 5,000 15,000 
Investment 
in S 40,000 
400 shares 
par 40,000 
Company S— 
current 25,000 25,000 
BondsofS 30,000 30,000 
Mdse. 
in transit 10,000 A 10,000 
Dividends 
receivable 2,400 B 2,400 
Bond interest 
receivable 900 C 900 
280,000 135,000 68,300 360,000 
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Inter-co. Consol. 
Company Company Adjustments elim- balance- 
Liabilities H S Dr. Cr. inations sheet 
Accounts 
payable 20,000 10,000 30,000 
Bond interest 
accrued 1,500 900 600 
Dividends 
payable 3,000 2,400 600 
Co. H 
current acct. 15,000 10,000 A 25,000 
6% bonds 
payable 50,000 50,000 
Capital stock 
Co. H 200,000 200,000 
Co. S 50,000 40,000 10,000 M 
Surplus 
Co. H 60,000 2,400 B 
900 C 63,300 S 
Co. S 5,500 
Minority 20% 1,100 M 
Consolidation 80% 4,400 S 
280,000 135,000 13,300 13,300 68,300 360,000 
Company H anp Sussiprary S 
CONSOLIDATED BALANCE-SHEET—DECEMBER 31, 1917 
Assets Liabilities 
Plant 175,000 6%bonds payable 50,000 
Inventories— Less treas. 
On hand 85,000 bonds 30,000 20,000 
In transit 10,000 95,000 
—_—— Accounts payable 30,000 
Accounts receivable 45,000 Bond interest accrued 600 
Cash 15,000 Dividends payable 600 
Minority interest in S 11,100 
Capital stock 200,000 
Surplus 67,700 
330,000 








330,000 


The inter-company bond holdings are shown as treasury bonds because 


of their asset value. 


Such bonds would, for instance, be available as 


collateral. The treatment given shows the total mortgage liability and the 


net outside indebtedness. 
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INTER-COMPANY Notes DISCOUNTED 


A complication arises in the case of inter-company notes which have 
been discounted. When one company holds the notes of another, there is 
no outside liability. The notes receivable account of one company offsets 
and cancels the notes payable account of the other company. But when 
the notes are discounted an outside liability is created. The two accounts 
mentioned above will still be eliminated, but one company will have a 
credit account of subsidiary notes receivable discounted. While this is a 
contingent liability of the company discounting the note, it is a real liability 
of the consolidation to the outside world. Assuming that A has received 
and discounted B’s notes, the working papers would show: 


Inter-co. Consol. 


Company Company elim- __ balance- 
Assets A B inations sheet 
Notes receivable—B 5,000 5,000 
Liabilities 
Notes receivable (subsidiary B) 
Discounted 5,000 5,000 
Notes payable A 5,000 5,000 


This treatment is preferable to offsetting the notes receivable and 
notes receivable discounted accounts on the books of A, carrying out the 
notes payable account to the balance-sheet column, for two reasons: offsets 
should involve inter-company accounts, and the facts are more completely 
shown. 


INTER-COMPANY PROFITS 


When goods are sold by one affiliated company to another, or when 
construction work is performed by one company for another, profit will 
ordinarily accrue to one company from such transactions. Due consider- 
ation must be given to such profit in preparing a consolidated balance-sheet. 

If the sale or the construction was completed before the consolidation 
was accomplished, no attention need be paid to the profit. As the com- 
panies were not affiliated when the profit was made, it is not inter-company 
profit. Moreover, such profit, if made by the acquired company, affects 
the surplus of the subsidiary at the date of acquisition of the stock, and 
the inter-company eliminations of the book value of the acquired stock 
remove such profits from the surplus of the consolidation appearing on 
the consolidated balance-sheet. 

When the profit is made after consolidation is effected, any such profit 
added to cost of fixed assets or represented in the value of inventories 
still held within the consolidation must be treated in such a manner that 
the surplus on the balance-sheet will not be augmented thereby. The 
consolidated balance-sheet is based on the theory that the affiliated com- 
panies are in effect one organization; and the surplus of the organization 
should not be increased by adding a profit to goods transferred from one 
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affiliated company to another, any more than the surplus of a corporation 
should be increased by adding a profit on goods transferred from one 
department to arother. 

This does not mean that affiliated companies must necessarily sell to 
each other at cost—in fact it may be desirable to bill such sales at a gain 
so as to show that each company is making a proper profit on its operations. 
Moreover, when there is a minority interest in a subsidiary it would be 
manifestly unfair to impose on the subsidiary the necessity of selling to 
affiliated companies at cost, since the result would be that the entire profit 
would be realized by the company which eventually sells to an outsider. 
But when goods to which an inter-company profit has been added remain 
in the inventory of an affiliated company the proportion of such added 
profit applicable to the holding company must be eliminated from its 
surplus until the profit is actually realized by a sale to outside parties. 

To illustrate, let us suppose that A owns all of the stock of B, and that, 
after acquiring the stock, A performs construction work for B at a cost 
of $50,000, charging $60,000 therefor. While it might be proper to value 
the property on the books of B at $60,000, the $10,000 should not be 
included in the consolidated surplus, but should be shown on the balance- 
sheet as a reserve for inter-company profit on construction. 

Further to illustrate, let us assume that 











Inter-co. Inter-co. 
First cost profit cost 
B has sold A goods which cost 100,000 adding 10,000 for 110,000 
A has performed further work on 
these goods at a cost of 50,000 50,000 
Total 150,000 10,000 160,000 
A has sold one-half of the goods 
to outsiders 75,000 5,000 80,000 
Holding in its inventory 75,000 5,000 80,000 





Company B has taken up a profit of $10,000. Half of this has been 
realized by the sale of half of the goods by A to outsiders. Only the 
cost of goods sold by A is shown above, but it is to be assumed that 
the goods were sold for at least $80,000. 

While the goods remaining in A’s inventory could be valued at the 
inter-company cost of $80,000, a reserve of $5,000 should appear on the 
consolidated balance-sheet, being a reduction of the consolidated surplus 
and representing the unrealized inter-company profit on goods remaining 
in the inventory. 

When the holding company does not own all of the stock of the 
subsidiary which has taken up the inter-company profit, it would seem 
that the minority interest shown on the consolidated balance-sheet should 
include the minority’s proportion of such profit, since the minority’s interest 
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extends only to the subsidiary which as a separate entity has made the 
profit. But the holding company’s proportion of such profit should be 
eliminated from the consolidated surplus by the establishment of a reserve. 


Consider the following illustration: 


Company A 


BALANCE-SHEET—DECEMBER 31, 1917 


Plant 100,000 Accounts payable 20,000 
Inventories 50,000 Capital stock 200,000 
Cash 10,000 Surplus 30,000 
Investment in B 90,000 
250,000 250,000 
CoMPANY B 
Plant 85,000 Accounts payable 10,000 
Inventories 35,000 Capital stock 100,000 
Cash 15,000 Surplus 25,000 
135,000 135,000 


Company A acquired an 80% interest in B stock one year ago at a 
cost of $90,000, at which time the surplus of B was $10,000. During the 
year, B performed construction work on A’s plant at a cost to B of 
$20,000, charging $25,000 therefor. Of the goods in A’s inventory, $10,000 
worth was purchased from B, the cost of which to B was $9,000. Required 
a consolidated balance-sheet. 


CONSOLIDATED WoRKING PAPERS—DECEMBER 31, 1917 


Inter-co. Consol. 


Company Company _ elim- balance- 
Assets A B inations sheet 
Plant 100,000 85,000 185,000 
Inventories 50,000 35,000 85,000 
Cash 10,000 15,000 25,000 
Investment in B company stock— 
cost 90,000 
800 shares par 80,000 
Surplus at acquisition— 
80% of $10,000 8,000 
Goodwill 2,000 G 





250,000 135,000 88,000 297,000 
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Inter-co. Consol. 
Company Company _ elim- balance- 
Liabilities A B inations sheet 
Accounts payable 20,000 10,000 30,000 
Capital stock 
Co. A 200,000 200,000 
Co. B 100,000 80,000 20,000 M 
Surplus 
Co. A 30,000 30,000 
Co. B 25,000 
Surplus purchased 
(80% of $10,000) 8,000 
Minority— 
(20% of $25,000) 5,000 M 
Reserves for inter-company profit 
On construction 
(80% of $5,000) 4,000 R 
In inventory (80% of $1,000) 800 R 
Consolidation’s proportion of surplus 7,200 S 





250,000 135,000 88,000 297,000 








In the treatment of company B’s surplus, it will be noted that the 
minority is apportioned its 20% of the entire $25,000 surplus, which 
includes the inter-company profit on construction and in inventories. This 
is done because the minority should not be made to suffer on account of 
the affiliations of its company. The reserves set up to relieve the con- 
solidated surplus of this inter-company profit do not include the entire 
amount of such profit, but only the 80% thereof which is applicable to the 
holding company. 

Company A AND SUBSIDIARY 
CONSOLIDATED BALANCE-SHEET—DECEMBER 31, 1917 


Assets Liabilities 

Plant 185,000 Accounts payable 30,000 
Goodwill 2,000 Minority interest in S 25,000 

Inventories 85,000 Reserves for inter-co. profit 

Cash 25,000 On construction 4,000 

In inventory 800 4,800 
Capital stock 200,000 
Surplus 37,200 
297,000 297,000 


The discussion of consolidated accounts will be concluded in the June 
issue. 
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Delaware Society of Certified Public Accountants 


At the annual meeting of the Delaware Society of Certified Public 
Accountants, April 9, 1918, the following officers were elected: president, 
Peter T. Wright; vice-president, Will-A. Clader; secretary, Wm. H. 
Van Heckle; treasurer, Clifford E. Iszard. All the officers and T. Whitney 
Iszard were elected members of the executive committee. 





California State Board of Accountancy 


The California state board of accountancy announces that the following 
candidates were granted the C. P. A. certificate as a result of the exam- 
inations held in November, 1917: Constantine A. H. Narlian, Frederick 
Beveridge, William Gardiner, Francis Peloubet Farquhar, William Putnam 
Field, Roy Stanley Stone and George Rea. 





A. Porter Robinson and B. W. Bours, members of the American Insti- 
tute of Accountants, announce that they have become associated under 
the firm name of Robinson & Bours, certified public accountants, Mer- 
chants National Bank building, San Francisco, California. 





The Tanner-Gilman company announces that the name of the organiza- 
tion has been changed to Tanner, Gilman & Ellis, certified public account- 
ants. The office remains at 624 South Michigan avenue, Chicago. 





William H. Foster, member of the American Institute of Accountants, 
announces that he has resumed public practice and has opened offices in 
the First National Bank building, New Haven, Connecticut. 





F. A. Hamilton, C.P.A., announces that he has entered practice on 
his own account with offices in the Union Central building, Cincinnati. 





Harris, Allan & Co. announce the removal of their offices from 32 
Liberty street to 347 Madison avenue, New York. 





William A. Ullrich announces the removal of his offices to Mutual 
Home building, Dayton, Ohio. 








